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A Banker’s Diary 





Two further important steps in the direction of exchange freedom were taken 
by Britain last month. The Bank of England has permitted the reopening 
of the London gold market, closed since the outbreak of 


London war; and it has greatly extended the area within which 
Gold Market sterling is freely and automatically transferable. Sterling 
Reopens can now circulate freely, whether in multilateral or direct 


transactions, within almost the whole non-dollar world. 
Both these changes, which took effect on March 22, were in line with present 
official policy of effecting the maximum reduction in controls on the use of 
sterling at the minimum risk for the gold reserves. For, although the re- 
opening of the gold market has an unmistakable “ foreign exchange ”’ flavour, 
the conditions under which it has been allowed do not afford an additional 
element of convertibility for sterling. The development should indeed be 
regarded rather as a continuation of the policy of freeing commodity markets. 

Gold is to be attracted to the London market by the freedom granted to 
any person to sell gold there and by the facilities of the market mechanism 
as such; but the opportunity for converting sterling into dollars through gold 
arbitrage is to be limited by the restriction of purchasers of gold in the market 
to non-residents who pay in American or Canadian sterling (which was already 
freely convertible into dollars) or in “‘ registered sterling ““—a new kind of 
sterling that can be acquired only against dollars or gold by residents outside 
North America and the sterling area. Some sales of gold may also be made 
to residents in Britain or the overseas sterling area within the very restricted 
ceilings previously set for official sales of gold under the [Treasury Export 
Scheme (which provides facilities for the export of fabricated gold to hard 
currency markets). 

The London gold market now becomes the channel through which all sales 
of gold in Britain are canalized. The authorized gold market dealers are the 
Bank of England, the six specialized bullion houses, and all the banks authorized 
to deal in foreign exchange. The Bank of England has withdrawn its previous 
undertaking to buy any gold offered to it at the price of_248s. per fine ounce; 
but the Bank, though the official brokers, will be an important operator on 
the market, though it has made it clear that it does not intend to operate in 
support of the official parity. The obligation imposed by exchange control 
regulations upon sterling area residents to surrender gold to the authorities 
will now be discharged by sales on the market (at the ruling price). 

The withdrawal of the Bank of England from direct purchases of gold has 
necessarily affected its contracts for the disposal of South African newly- 
mined gold. Under the latest memorandum of understanding between South 
Africa and Great Britain covering the exchange and gold arrangements between 
the two countries, which are renewed each year, South Africa undertook to 
sell to London at the Bank of England’s buying price a minimum of four 
million ounces of gold in 1954. These deliveries are now to be disposed of 
through the market at the market price, with the Bank of England acting as 
the selling agent for the South African Reserve Bank. 
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ALTHOUGH the authorities’ objective of restoring a genuinely free gold market 
leaves that market without any “ ceiling’’ price, there is a “ floor’’ below 
which its sterling price of gold cannot fall. That floor is 
Implications the shipping parity to the United States and is provided by 
for the U.S. Treasury’s unconditional undertaking to purchase 
Gold Price gold at $35 per fine ounce. The parity price in London at 
which shipment of gold to the United States would become 
profitable, after allowing for handling and transport charges, is about $34.76, 
or 247s. per ounce. At the first market “ fixing ’’ last month, the price was 
248s. 6d. per ounce, which compares with the price of 248s. at which the Bank 
of England bought gold until recently, but is naturally below the theoretical 
‘mint ”’ parity of 250s. per fine ounce (the price calculated on the dollar rate 
of $2.80 and the U.S. Treasury price, without allowance for transit costs). The 
reason why there is no “ ceiling ’’ to the sterling price for gold is that no 
central banking or monetary authority in the world is prepared to sell gold 
unconditionally at a fixed price. 

The reopening of the gold market does not involve a reawakening of the 
participants from any deep slumber; London has long been the main centre 
through which physical international movements of gold have been cleared, 
But until last month its only participation in this activity was in the guise of 
agent, handling the sale of newly-mined sterling area gold against payments 
in dollars by operators in the truly free markets of the world. Now London 
again takes its traditional place in the international market, and it seems 
likely that it will soon handle the bulk of the world’s supplies of newly-mined 
gold. The attractiveness of the market will, of course, depend on the sterling 
price of gold and the narrowness of the dealing “ spread’. This will be deter- 
mined by the demand for hoarding and industrial purposes and by the relative 
strength of offerings. The authorities appear confident that, given the poten- 
tial volume of offerings and the weakness of the current hoarding demand, 
the price is unlikely to rise very far above their own former buying price of 
248s. It may be assumed that at anything around that level, which is Is, 
above the floor set by the shipping parity to New York, the Bank of England, 
acting for the Exchange Equalization Account, will be a buyer. 

The reopening of the market is unlikely to fulfil the hopes expressed in 
South African official quarters that it heralds a likely increase in the dollar 
price of gold. If a high premium on the free market price did reappear, and 
were quoted in a recognized market such as London, it might conceivably 
carry more weight with the American authorities than the same premium 
quoted in Beirut, Hong Kong or even Paris. It is unlikely, however, that the 
mere sight of a gold premium formally expressed in terms of sterling will 
soften the heart of the United States Administration on this issue. 


THE reopening of the gold market was made to synchronize with the most 
important single step taken since the war to simplify the complex mechanism 
of exchange control as affecting non-residents. This 

More liberalization amounts to nothing less than the extension 
Freedom _ of the transferable sterling account area to include all non- 

for Sterling sterling countries outside the American and Canadian 
dollar account area—except, for the time being, Persia, 

Turkey and Hungary. Residents of the non-sterling countries now have the 
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right to transfer sterling freely to any non-dollar country—other than the 
three countries just mentioned—and, of course, also to any sterling country. 
Previously, the circle within which sterling was thus automatically transferable 
was confined to eighteen countries apart from the sterling area. 

The extension of the transferable sterling account area also involves an 
important liberalization of the mechanism of the transferable account system 
as such. Previously, any country that entered the system had to undertake 
to accept any sterling offered to it by another transferable account country 
or from the sterling area in the normal course of current transactions. It also 
had to undertake not to allow payments of sterling to be made except as the 
counterpart of direct commercial transactions with the other transferable 
account country to which payment was being made. In other words, not 
only had the original credits to transferable accounts to arise from current 
transactions, but those credits could not subsequently be used for financial 
transfers or other transactions of a capital nature. Each of these restrictions 
has now been swept away. The undertakings by which they had been sup- 
posed to be upheld had, however, long been honoured more in the breach than 
in the observance; whilst the payments arrangements with countries in the 
“bilateral ’’ group had also become riddled with evasion of the most flagrant 
character. The notorious “57 varieties ’’ of sterling were supposed to be in 
separate watertight containers, but each of them could in fact be bought 
openly in New York and other free markets, and thus was indirectly conver- 
tible. In effect, therefore, the Bank of England has accepted the facts of the 
existing situation rather than introduced any far-ranging extension of the 
effective convertibility of sterling. But the liberalization and the simplifica- 
tion of administration of regulations that go with it are none the less important 
for that. ) 

The basic varieties of sterling are now reduced to three. There are no 
changes in the status of “ resident ’”’ sterling, which is held for account of 
residents in the sterling area and subject to the full rigours of exchange 
control. Nor are there any changes in the American or Canadian account 
sterling, which is fully convertible into dollars at the London market rate of 
the day. The third category is the now much more widely usable transferable 
sterling; it may now be held, moreover, by individuals instead of being 
confined, as in the past, to holdings by banks. It should be noted that the 
non-resident blocked accounts remain blocked and that security sterling 
continues in existence. This special category of immobilized sterling includes 
such items as Egyptian No. 2 account sterling, film sterling and the proceeds 
of capital transactions accruing to non-residents. 

The abolition of the bilateral account system has enabled the authorities 
to make important simplifications in the documents that have to be produced 
to customs officers to enable the exchange control authorities to check declared 
destinations with actual destinations. Relaxation of this control may, of 
course, open the door to “‘ commodity shunting ”’ to the dollar area. But the 
authorities have very wisely taken the view that even the previous regulations 
did not succeed in preventing any such shunting as still appeared profitable 
(despite the firmness of transferable sterling in New York). In fact, of course, 
the quotation in New York had for some time been within one to two per 
cent. of the lower official parity. This was undoubtedly one of the considera- 
tions that influenced the timing of the exchange relaxations. 
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THE widening of the international réle of sterling takes place against the 
background of a deteriorating trend in the sterling area’s gold and dollar 
reserves. Those reserves, aS our usual table on page 240 
Dwindling shows, did increase by $65 millions in the first two months of 
Dollar 1954, but fully $46 millions of this gain was attributable to 
Surplus American aid—which is due to shrink in 1954-55. Moreover, 
the net receipt of $3 millions from the European Payments 
Union in the two months was more than accounted for by the payment of 
£12} millions by the Dutch Government in January to cover six years’ future 
instalments on its war-time loan from Britain. The gold and dollar surplus 
with ‘‘ other areas ’’—which usually but by no means always mainly reflects 
the balance with the dollar area—was thus reduced to a total of $16 millions 
for the two months. If the large receipts from the sales of Soviet gold in 
November and December are excluded from the reckoning, this “ residual ” 
surplus has been deteriorating since the early summer of last year. 

The deterioration is the more ominous as it is taking place in the season 
normally favourable to the sterling area; the danger is that if these trends 
continue into the summer and autumn, they are likely to transform the 
present bare surplus into mounting deficit. The available pointers are not 
reassuring. Britain’s exports to North America are still declining; in January 
and February they were 10 per cent. below their level of the corresponding 
months of 1953 and 14 per cent. below the monthly average for the fourth 
quarter of that year. In European payments, too, the reserves may face 
increasing strain. Last month {£600,000 of gold was received from E.P.U. in 
respect of February’s surplus of £1,200,000, but this surplus was wholly due 
to a further capital receipt from the Netherlands, so that there is still no sign 
that the commercial balance with the E.P.U. area has come out of the red. 
Germany’s removal last month of quota restrictions on imports from the outer 
sterling area of nearly all goods already imported freely from O.E.E.C. coun- 
tries may aid Britain’s E.P.U. balance in coming months; and it is still possible 
that France will soon extend its present meagre proportion of liberalized 
imports. But the direct benefit to the sterling area from such measures 
cannot be large. In the current discussions in London and Paris on the future 
of E.P.U., Britain’s representatives will obviously maintain their resistance 
to continental proposals for a “‘ hardening’’ of the mechanism—and will 
doubtless argue that, after their latest exchange moves, they have taken a 
full share in the drive for a realistic multilateralism. 





THE clearing banks’ figures for the February make-up, the latest available at 
the time of going to press, reflected as usual the main force of the Exchequer’s 
seasonal surplus. During the four weeks to February 20,’ net 

Advances bank deposits dropped by £222 millions, a fractionally smaller 
Turn fall than occurred in the similar weeks last year, but one that 
Upwards brought the total decline since end-1953 to £360 millions, or 
£26 millions more than that for the first seven weeks of 1953. 

On both bases of comparison, Government repayments of indebtedness to the 
banking system have been considerably larger this year, amounting in the 
seven weeks to £393 millions (compared with £340 millions), an increase that 
coincided closely with the improvement in the Exchequer’s visible domestic 
finances, after allowing for tax certificates and “‘ small ”’ savings. 
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As the disparity between the trend of deposits and of Government repay- 
ments indicates, the credit demands of other borrowers have been rising. In 
the four weeks to mid-February, bank advances jumped by nearly £46 millions, 
easily the biggest rise since mid-1951, thus confirming our supposition last 
month that the decline unexpectedly shown at the January make-up was due 


Feb. 17, Change on 
1954 Month Year 
fm. fm. £m. 
Deposits .. ¥ i a - 6237.1 —- 219.5 + 208.4 
‘“ Net ’° Deposits* “s 601G.1 — 222.0 + 189.8 
O/ + 
/O } 
Liquid Assets... es - 2071.4 (33.2) - 267.6 + 79.0 
Cash i 4 a 504.5 (8.2) — 21.5 + 13.9 
Call Money ‘a a 453-6 (7.3) - 29.0 -- 2.6 
Treasury Bills... es 1034.0 (16.6) — 220.0 + 56.0 
Other Bills i + 79.2 (I.3) 4. 2.9 + 11.7 
[unvestments plus Advances 7 4OI5.5 (64.4) + $3.7 + II3.4 
Investments bey 7 2274.9 (36.5) — 4.3 + 145.4 
Advances wil “ 1740.6 (27.9) + 45.9 — 32.0 
* After deducting items in course of collection. t Ratio of assets to published deposits. 


to fortuitous influences. The net rise over the seven weeks was nearly £34 
millions, against £24 millions in 1953; moreover, whereas this year bank 
investment portfolios were on balance virtually unchanged, last year they 
contracted sharply, offsetting all but £5 millions of the rise in advances. 
Aggregate liquid assets felt the full force of the Government repayments; they 
dropped by £268 millions, carrying the ratio down 3 per cent. to 33.2 per cent., 
or only 0.2 per cent. above the corresponding figure for 1953. 

The rise in advances since the closing months of last year has not been 
mainly due to those voracious public borrowers, the nationalized utilities, nor 
does it appear to have been merely a seasonal movement. The classified 
figures, which also relate to the February make-up date but include all advances 
made in Great Britain by members of the British Bankers’ Association, showed 
a rise over the three months by no less than £102 millions, to £1,843 millions 
(thus reducing their net contraction since the launching of the “‘ new ”’ monetary 
policy to £174 millions. As will be seen from the detailed comparisons in 
our usual table on page 239, £45 millions of the latest rise was attributable to 
the public utilities group, but these borrowings were only a little larger than 
in the corresponding quarter last year; the absorption of credit by all other 
groups thus amounted to nearly £57 millions, compared with under {10 millions 
last year and a small decline in the year before that. A moderate part of this 
difference may reflect the needs of other nationalized industries, since “‘ trans- 
port and communications ’’ expanded by £4.3 millions, whereas last year it 
fell by roughly that amount; and a similar modest reversal of trend was 
shown by local authorities. 

The residual rise of roughly £50 millions, compared with £174 millions last 
year, reflects the needs of the private sector, strictly so defined. Except for 
a fall of £7 millions in the steel group (in contrast with last year’s rise of £14 
millions) and fractional declines in agriculture and ‘‘ churches, charities, etc.”’, 
every category showed expansion, though one increase—the £5 millions for 
engineering—was notably less than last year. A striking movement was the 
rise of {7 millions in the personal and professional group, since this had con- 
tracted in every previous quarter since August, 1951. 
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LAST year was a difficult period for British bankers as well as traders in Latin 
America. The banks were adversely affected not only by the restricted scope 
for business resulting from the lower volume of Britain’s trade 
Banking with the area as a whole, but also by new imposts on earnings 
in Latin and continued restrictions on the transfer of profits into sterling. 
America These unfavourable influences are inevitably reflected in the 
experience of the Bank of London and South America, whose 
extensive network of business throughout Latin America makes it uniquely 
vulnerable to the general trends in the continent. The bank reports that 
while the decline in its deposits that took place in 1952 was reversed last year, 
its net profit fell from’ £361,094 in 1952 to £341,778 in 1953. This figure tends, 
as the bank’s chairman, Sir Francis Glyn, points out in the bank’s annual report, 
to exaggerate the amount available for distribution to shareholders in sterling. 
The ban on remittance of profits from Argentina imposed in mid-195r1 is still 
in operation, and although remittances from Brazil became possible in 1953 
the transfers were not permitted at the official rate of exchange and had to 
be effected at the greatly depreciated free rate. The bank appears, indeed, to 
have made some provision for these losses before arriving at its net profit 
through allocations to inner reserves, but the directors have still not felt 
justified in recommending any increase in the dividend. 

Sir Francis Glyn’s report contains its customary thoughtful and far-ranging 
survey of the prospects for Britain’s Latin American trade. The outstanding 
feature of this trade in 1953 was that exports fell, both absolutely and in 
relation to the exports of Britain’s competitors. This decline was wholly in 
exports to Brazil and Argentina; Sir Francis points out that although Britain’s 
imports from these countries doubled in 1953 its exports to them fell by more 
than half—while German exports rose appreciably and American exports 
fell only slightly. A brighter side of the picture was admittedly the expan- 
sion in British exports to some of the Caribbean dollar republics. Exports to 
Venezuela rose in 1953 by nearly 30 per cent. to {24.8 millions. 

The fall in exports to southern Latin America cannot, however, be 
regarded with equanimity. The particularly large fall in sales to Brazil was, 
of course, mainly caused by the U.K. authorities’ very proper insistence that 
Brazil was not to use its sterling to pay for new exports from Britain before it 
had made provision to pay off its debts incurred on past exports. But now 
that that provision has been made it is surely important, as Sir Francis suggests, 
to give thought to the extent of the credit facilities that it will be prudent to 
grant in the future. The question has assumed a new importance—not, 
indeed, because of the generous, and often uneconomic credits granted by 
Britain’s competitors, but rather on account of the gradual switch in the 
pattern of Latin American imports from consumer to capital goods. Sir 
Francis’s contention that the “ classic method ” of financing such imports by 
the issue of foreign loans is for various reasons “ no longer. practicable ”’ will 
be widely accepted: but there will be more doubt about the validity of his 
conclusion that ‘‘ machinery must, therefore, be found for the provision of 
financial assistance for periods of, say, two to seven years to credit-worthy 
importing countries from the normal credit market’. The priority for loans 
of this duration is surely, as Sir Francis himself all but admits, still for 
dollar-earning or dollar-saving Commonwealth development projects. 
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THIS year’s annual surveys of trade conditions in the Far East by the chairmen 
of the five eastern ‘‘ exchange ”’ banks live well up to the reputation established 
by these reviews for lucidity, comprehensiveness and sym- 

Prospects pathy of approach. The story the bankers have to tell is a 

for Eastern mixed one. On the other hand, the continued weakness of 
Trade commodity prices and limitations in the way of trade with 
China reduced the level of most of the banks’ activity, and also 
slightly reduced their profits. All the banks accordingly maintained their divi- 
dends unchanged (though the National Bank of India has proposed an increase 
in capital from reserves). This is in contrast to the bank’s policies last year, 
when three of the five banks increased their dividends. Yet the chairmen saw, 
on the whole, a brighter prospect for the future than for some years past; for 
in many Asian countries the disinflation, austerity and import restrictions im- 
posed in 1952-53 are now beginning to bear fruit. Moreover, the greater 
economic stability was accompanied, again in the round, by more stable politi- 
cal conditions. The resultant prospect before the exchange banks was sum- 
marized by the chairman of the Chartered Bank of India, Australia and China, 
Mr. V. A. Grantham, when he maintained that “ the possibilities for making 
profits, even if smaller profits, are more assured than they were’’. His state- 
ment was delivered at the centenary meeting of the Chartered Bank, fittingly 
commemorated by the publication of a history of the bank (which will be 
reviewed in a later issue of THE BANKER). 

Another informative—and maiden—address came from Mr. C. Blaker, of 
the Hongkong and Shanghai Banking Corporation. This is the bank most 
affected by the withdrawal of China from contact with the West. All the bank’s 
branches in China are being closed, though the negotiations for their liquida- 
tion are still uncompleted. Mr. Blaker was markedly diffident about the 
prospects for the re-establishment of these channels even in the event of an 
easing of the present political tension. The bank has also, of course, suffered 
in its Hong Kong business from the restrictions on trade with China. Mr. 
Blaker was, however, at pains to emphasize that while trade in non-strategic 
goods was indeed being fostered, allegations that Hong Kong was thriving on 
evasion of these restrictions were wholly without foundation. He was able to 
point to important expansion in Hong Kong’s trade with other Asian countries, 
and expected that the envisaged increase in trade with Japan would bring 
considerable benefit to the colony’s entrepot trade. But Mr. Blaker is con- 
cerned, in company with a number of the other Eastern bank chairmen, at the 
deteriorating position of Japan’s economy. He points out that last year’s 
alarming decline in Japan’s reserves of foreign exchange took place despite 
the receipt of fully $785 millions in American procurement orders; such 
orders are expected to decline markedly this year. 

The weakness of Japan, as a blot over the general improvement in Asia, 
was likewise emphasized by Mr. K. W. Mealing of the Mercantile Bank of 
India. Mr. Mealing lays full emphasis on Japan’s responsibility for checking its 
inflation, but succinctly reminds the West that refusal to trade with Japan on 
an equitable basis ‘‘ may drive her to look elsewhere with results more serious 
than any which could flow from trade competition’’. But Mr. Mealing has 
some candid advice for the East also; it is that it cannot expect Western 
capital to finance its development schemes if it persists in imposing high 
and discriminating taxation on the foreign investor. The chairman of the 
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National Bank of India, Mr. J. K. Michie, gives another warning on the 
limits of foreign investment; he reiterates his conviction that the banks must 
never engage in direct schemes of long-term investment, as the German banks 
have traditionally done and as some Asian countries are now encouraging the 
exchange banks to do. The chairman of the Eastern Bank, Mr. E. M. Jenkins, 
discusses yet another aspect of the industrialization plans of the East, namely, 
their effects on the pattern of Britain’s export trade. The Eastern Bank is 
becoming increasingly closely connected with the most rapidly expanding 
countries of all, the Middle Eastern oil countries. Last year the bank opened 
a sub-office in Aden, where the new oil refinery should provide substantial 
business, and work was begun on new premises in Baghdad. 


DuRING this past month the Institute of Bankers has been celebrating its 
seventy-fifth anniversary. Thanks to a felicitous gesture from the Lord 
Mayor, Sir Noel Bowater, it was able to mark the occasion in 
The the particularly appropriate setting of the Mansion House, 
Institute’s where, on March 10, a distinguished company of British bankers, 
75 Years’ banking visitors from overseas, and representatives of the 
learned professions and kindred associations met at dinner to 
pay tribute to its work. The celebrations have been happily acknowledged, 
too, in a grant of arms, with the motto “ Probus et Fidelis’’; the device is 
reproduced on page xxxiv of this issue—though regrettably not in colour. 
Not for many years, if ever, has the work of the Institute been so important 
to the banking community as it has become in recent times; yet its functions 
are very different now, and narrower in scope, than they seemed likely to be 
at the outset in 1879. The primary object proclaimed then was “ to facilitate 
the consideration and discussion of matters of interest to the profession ’— 
an aim that was indeed widely construed, since the first. major act of the 
Institute was discussion of Mackenzie Chalmers’s papers on codification of the 
law of negotiable instruments, with the result that the Institute’s first Presi- 
dent, Sir John Lubbock (later Lord Avebury), was soon sponsoring through 
Parliament the renowned Bills of Exchange Act of 1882. Other actions by 
way of promotion of private legislation marked the Institute’s early life, but 
as the amalgamation of English banking proceeded it became apparent that 
functions such as this, and matters concerning the actual workings of the 
banking machine and its relationship with the Government, were more appro- 
priately entrusted to the Committee of Clearing Bankers and the British 
Bankers’ Association. Hence the function originally defined as the secondary 
one—‘ to afford opportunities for the acquisition of a knowledge of the theory 
of banking ’’-—has long been the paramount one, and has indeed been 
developed far beyond the limits of “‘ theory’ and far beyond the mere provi- 
sion of “ opportunities ’’. The Institute is not only the examining body but, 
through its examination syllabuses and lecture courses, its excellent library 
facilities and its many local centres, it is the main educating force within the 
banking system. It has in recent years also been reaching out for contact with 
the Universities—a wise policy, for, as the Governor of the Bank of England 
remarked at last month’s dinner, it is not simply by looking to old traditions 
and classical textbooks that present banking problems may be satisfactorily 
solved, however much the techniques revived in recent years may seem to 
resemble those of the past. 
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Budgeting on the Edge 


Mr. Butler will introduce next week is generally awaited without either 

the high optimism of twelve months ago or the apprehension that heralded 
his first budget in 1952. Popular expectations, however, are apt to be a 
treacherous guide. They need to be tested by careful analysis, on the principle 
that the budget should be shaped to fit into the pattern of the national economy 
as a whole. To the general public, this precept for budgeting, expounded by 
Chancellors for these past six years—and by economists over a much longer 
period—still seems to be as bewildering as ever. Indeed, to those reared on the 
old orthodoxy, the resultant policies may sometimes look the very opposite 
of what might have been expected. 

Popular expectation is not likely to be thus dramatically confounded this 
year; but the risk of misunderstanding is still great. It has been heightened by 
the widespread belief that Mr. Butler last year found a new approach to 
budget-making. Especially among Government supporters there lurks the 
naive assumption that he then boldly overthrew the “ new”’ principles and 
substituted a magic Tory formula for budgeting without tears—giving liberal 
tax concessions as an act of faith, in a glorious bid for incentives and freedom. 
This simple view found apparent support, moreover, in the fact that the kindly 
budgeting of 1953 followed an unprecedented shortfall in the budgetary out- 
turn of the old year, a shortfall of over £400 millions. And now, since there 
has been no such shortfall in the fiscal year just ended, it is still quite widely 
thought that the magic formula could and should be administered again. 


Ts judge from the usual chorus of anticipatory comment, the budget that 


CoLD DOUCHE OF EXPENDITURE 


If these frequently voiced opinions are not now colouring the actual 
expectations, that is principally due to Mr. Butler himself. For some months 
past, and especially when announcing his decision not to alter the purchase 
tax schedules either before or in this budget, he has been at pains to discourage 
public hopes. But these discouragements have not been supplemented by any 
explanations of the wider economic background; the onty hints the Chancellor 
has so far given of the reasons for his caution have been related to the state of 
the budgetary accounts as such. Warnings of this kind were, indeed, highly 
desirable, for the good experience of the Exchequer in 1953-54 has proved to 
be a most delusive pointer to the prospect for the coming year. The striking 
feature of the old year, as gauged from the figures at mid-March, is that 
aggregate ordinary expenditure has fallen by almost as much as the original 
budget estimates envisaged, although in the meantime Parliament has had to 
grant supplementary votes totalling on balance no less than {228.7 millions. 
In other words, the over-spendings in some directions—notably by the Ministry 
of Food—were being balanced by underspendings in others, giving rise to hopes 
that the Government’s drive for economy was at last beginning to show 
substantial results. These hopes have now been drowned in the cold douche 
of the estimates for the new year. 

Civil expenditure in 1954-55 has been estimated at £2,328 millions, which 
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is not only £238 millions more than the corresponding original estimate for 
1953-54, but actually a little more than the revised estimate for that year, 
despite the large underspendings. The true comparison is not, in fact, quite so 
bleak as this, since the heavily increased estimates for food and agriculture took 
no account of the savings that may result from the subsequently completed 
annual review of agricultural prices—an exercise that does indeed promise 
(though it does not assure) some modest savings, but still leaves the Govern- 
ment wide open to the charge of undue tenderness for agriculture. It should be 
noted, too, that these particular estimates are drawn up on a new formula 
whereby the proceeds from realization of certain food stocks will be credited 
to the Exchequer as “ miscellaneous’ revenue instead of being allowed to 
reduce the departmental votes for expenditure; but this accounting change, 
since it relates to capital transactions, can be ignored when computing the trend 
of the true burden of Government spending. 

This trend is rising unmistakably and disturbingly. Much of the hoped-for 
saving from the cuts in cost-of-living subsidies is being lost because these 
subsidies, originally intended mainly for the consumer, are now being sub- 
stantially reincorporated into a new system of agricultural producer subsidies 
that may prove to be even less readily prunable than those intended for 
consumers. In addition to this ominous new development there is the so-called 
‘natural ’’ growth in the cost of the social services and housing—expenditure 
caused by the steady rise in eligible demands upon the facilities afforded even 
though the nature of the facilities themselves remains unchanged. The trend 
of this burden, and some of its effects upon the national economy as a whole, 
are considered in a subsequent article this month—in a thoughtful contribution 
from Mr. Alan Peacock, who has made a special study of the finance of the 
social services. The expected rise in the “ welfare ’’ bill in this coming year, 
it is fair to add, is very much smaller than the formidable increases that were 
being shouldered some years ago; but, in conjunction with other “‘unavoidable”’ 
increases (such as those in colonial services or arising from revisions—usually 
belated ones—in salaries of state employees), it is demonstrably larger than 
can be financed by the parallel process of trying to pare down the cost of 
existing services generally—even, apparently, when such economies are aug- 
mented by occasional loppings of the actual range of Government activity. 

Ii may be that such curtailment of Government functions—notably in the 
sphere of state trading and administration of consumer rationing—promises 
more significant econcmies than can yet be discerned. If so, it is to be hoped 
that the Chancellor will give séme account of what has been achieved, and of 
how the prospective savings compare with the “ natural’ growth of expendi- 
tures. But on present evidence it appears that the “‘ underspendings ”’ that so 
fortified the out-turn of 1953-54 were attributable much less to any real 
economies than to a heavy lag in defence outlays. This is yet another reason 
for taking a sombre view of the current year, since this time the defence 
expenditure is expected to come much closer to the official estimate. The gross 
provision for defence in 1954-55 is only £3 millions larger than last year, at 
£1,640 millions. But these figures may conceal a real increase of up to {100 
millions—a substantially bigger increase, it should be noted, than that in the 
figures actually brought into the budget, which are arbitrarily accounted after 
deduction of the sterling “‘ counterpart’ of expected dollar aid (the amount 
of which is put at £55 millions less in 1954-55). Altogether, the prospective 
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bill for supply expenditure now figures at £3,882 millions, or nearly £300 
millions more than the expenditure envisaged twelve months ago. According 
to the conventions of Exchequer ‘‘ cash”’ accounting, the impact upon the 
prospective budget out-turn will be less severe than this; but the effective 
deterioration is likely to be even larger. 


No SURPLUS IN VIEW 

The prospective pattern that confronts the Chancellor now is therefore 
radically different from that of last April. Mr. Butler then saw a prospective 
surplus of £278 millions, proceedled to tax concessions costing {169 millions 
in 1953-54, and so budgeted for an above-line surplus of {109 millions (or £21 
millions more than the realized surplus of 1952-53). This year he will be lucky 
if he can look to anything much better than an actual balance on his prospective 
above-line account. Tax revenues will be buoyant in 1954-55, thanks to the 
marked recovery in current business profits in the past fifteen months or so and 
the higher level of activity at which the whole economy is now running. But 
part of these prospective gains will be neutralized by the rising cost of last 
year’s tax concessions. The net loss arising from the maturing of past tax 
changes will be smaller than is generally realized, because the Exchequer has 
not yet felt the full effect either of the yield from the (now suspended) EPL 
or of the suspension of the (now partially restored) initial allowances; but the 
net rise in tax revenues will certainly fall far short of the rise in expenditure. 
If the Chancellor succeeds in showing any prospective surplus, it will be fully 
represented by special credits or capital items, such as the proceeds of stock 
realization. 

Some commentators will doubtless point out that even a mere balance on 
the above-line account would imply a smaller prospective deficit on the 
Exchequer finances as a whole than the £440 millions the Chancellor was content 
to contemplate twelve months ago. During the past year net expenditures 
below-line, instead of rising moderately as the Chancellor envisaged, have 
dropped far below those of 1952-53, and may fall further in 1954-55. But this 
contraction of below-line spending, though it reflects a healthier distribution of 
financing functions within the national economy, is not of itself of direct 
budgetary significance. By far the greater part of it results from the un- 
expectedly vigorous use by the local authorities of the freedom restored to them 
early last year to borrow from sources other than the government-fed Public 
Works Loan Board. The municipalities have not, in fact, come more speedily 
to the stock market on public issues than had been foreseen; but they have 
strongly revived their habit of borrowing on mortgages and in other ways 
through private channels. The decline in their demands upon the Exchequer 
does not mean, therefore, that there has been a corresponding decline in their 
demands upon the community’s real resources and aggregate monetary savings. 
On the contrary, local expenditures, especially on housing and education, have 
continued to rise; though, fortunately, private savings have been rising too. 

The size of the surplus (or deficit) at which the Chancellor should aim 
on a strict current-account reckoning is, of course, intimately related to the 
expected extent of the flow of private savings (generated without the aid of 
inflationary pressure). But in the short run the desirable relationship between 
these two sectors on the supply side of the nation’s capital account is not 
affected by changes in the corresponding relationship on the demand side—by 
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mere switches by borrowers from the public sector to the private. When the 
Chancellor is looking to his budget for a single year, as distinct from his financial 
strategy for a much longer period, the total volume of expected savings is a 
much more important consideration than the way in which they are likely to be 
distributed between the two sectors. 


At this point the attempt to dissect the Chancellor’s immediate problem 
shifts from the Exchequer finances as such to the needs of the national economy 
as a whole. The conclusion suggested by the above analysis is that the Chan- 
cellor’s prospective current account (i.e. the conventional above-line budget, 
after estimated adjustments for special items) is likely to look at least {100 
millions worse than the actual out-turn of 1953-54; and the deterioration could 
be appreciably more than that, even without reckoning on supplementary 
expenditures during the year. This direction of movement does not, however, 
of itself determine the desirable direction of budget policy. The wider objective 
of that policy, which Mr. Butler’s first two budgets followed at least as faithfully 
as his predecessors tried to do, is to ensure that any impact from the budget 
becomes a balancing force in the economy as a whole. If the national economy 
were now in a state of menacing inflation, the need to use the budget as a 
restraining force would imply new taxation or cuts in expenditure on a scale at 
least sufficient to make good the prospective deterioration of {100 millions or 
more in the Exchequer’s current finances. If, on the other hand, the economy 
was still in a condition of disinflation as marked as Mr. Butler assumed at this 
time last year, there is little doubt that despite the prospective deterioration in 
his finances he would feel that the budgetary stimulus ought to be fortified by 
still further concessions, though smaller ones than he was prepared to give in 
his different financial circumstances of twelve months ago. 


It needs to be reiterated that the long-desired reliefs given last year were 
justified not by some new-found Tory policy of budgeting as such, but by the 
same principle that underlay the Crippsian attempt at disinflation—the prin- 
ciple of dovetailing the budget into the pattern of demand in the economy as a 
whole. Last year’s reflationary budget, the first budget to operate deliberately 
in that direction, was matched to the “ slack ”’ that had developed during the 
previous twelve months, when the volume of production fell and unemployment 
rose—a disinflationary situation for which the Government was admittedly 
partly responsible, principally through its sponsoring of the salutary and long 
overdue revival of monetary policy in 1951-52. 





No DISINFLATIONARY “‘ SLACK ’”’ Now 


Now, however, the national economy is in neither of these contrasting 
conditions. It is demonstrably not in any condition of undue slack. The 
reflationary stimulus and the momentum of domestic recovery that was already 
under way have done their work. Industrial production in 1953 was in the 
aggregate about 5? per cent. above the reduced level of 1952 and nearly 3 per 
cent. above the previous record volume attained in 1951. Moreover, it is now 
running at 7 to 8 per cent. above its level of twelve months ago, and unemploy- 
ment, despite an unexpected rise in the five weeks to mid-February, was still 
standing then at 41,000 less than in February, 1953, and 80,000 below the peak 
touched in the spring of 1952. It is equivalent to 1.8 per cent. of the labour 
force—not as low a percentage as was recorded during the phases of maximum 
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post-war inflationary pressure, but still one that barely accommodates normal 
movements from job to job. 

There is, moreover, no domestic reason for expecting this tempo of activity 
to diminish. Consumption has been running at or near record levels, and shows 
no sign of falling off. Housing, which has risen substantially in the past year, 
will make still bigger demands on resources in 1954-55. Industrial investment 
outlays, which have been disappointing and have perhaps been barely main- 
tained during the past year, are now showing some sign of response to the 
budget stimulus and to the general trend of activity. Even export demands 
are apparently officially expected to be more or less maintained—presumably 
on the argument that relaxations of import restrictions in the sterling area may 
offset the effects of difficulties in more keenly competitive markets. And, in 
addition to these several sources of pressure, there is now the prospect, as the 
preceding analysis shows, that the Government’s current finances may now be 
imposing a net demand, instead of relieving the pressure through a budget 
surplus. The only source, it seems, from which an easing of demands upon 
British production may come is from a slackening in stock-building; and there 
may be some expansion of imports. On the other hand, the big gains from the 
improvement in the terms of overseas trade in the past two years will not be 
repeated, and there could conceivably be a reverse movement. If industrial 
production continues at its present rate it will show for 1954 a gain on 1953 
that is probably not far short of the normal increment of productivity; and 
since the labour force is so nearly fully employed the scope for a further 
expansion of output this year cannot be large—not, at least, without risk of 
recurrence of sporadic shortages and inflationary pressures. 

Yet the present state of the economy cannot fairly be described as one of 
active inflation, though there are some disconcerting symptoms. As THE 
BANKER has several times pointed out, the big addition to the resources avail- 
able in 1953 was not used to strengthen either the external balance of payments 
(the rise in the gold reserves having been balanced by an increase in overseas 
liabilities) or future competitive power. The gains have been swallowed up by 
consumption, housing and defence; and there is little present reason to expect 
a perceptibly better usage of resources this year. Again, though wages rose 
only moderately in 1953 (because the cost of living was virtually stabilized, for 
the first time since the effort at formal stabilization had to be abandoned), 
they have lately shown a more aggressive movement~—in total disregard of 
the price stability. This rising wage pressure threatens not only new difficulties 
in the most important export markets, but also a reversal of the recent improve- 
ment in private savings—which may be further eroded by a continuance of the 
thaw in dividends, reasonable and even desirable though that may be on other 
grounds. 

CASE FOR A NO-CHANGE BUDGET 


If these tendencies do not add up to an inflationary threat sufficient to 
oblige a conscientious Chancellor to apply the brakes through the budget, they 
plainly demonstrate that there is no justification for the opposite policy. On 
this occasion, the wider analysis happens to lead to much the same conclusion 
as the old rule-of-thumb orthodoxy. But in these conditions the Chancellor’s 
task is a delicate one. The best budget this year might be one that kept the 
Exchequer’s prospective current position intact. And in default of the major 
redirection of the incidence of taxation for which some had hoped—and that 
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had been half-promised but is now obviously postponed at least until after the 
report of the tardy Royal Commission—that would mean virtually a no-change 
budget. But Mr. Butler the politician may be loath to admit outright that there 
was no Tory magic at all in last year’s stimulus budget; and no-change may 
not look good politics. Since he has not even the opposite alternative of leading 
an active "crusade of austerity against inflation, he may be anxious to produce at 
least one rabbit from the hat. It is to be hoped that any such sleight-of-hand 
will be of a very minor kind. 

It is even more important that Mr. Butler the statesman should not pay 
overmuch attention to one tricky argument now being urged in favour of soft 
budgeting. If America’s recession does not come to rest soon, it is evident that 
Britain and world trade will feel a much heavier impact than has been dis- 
cernible so far. But nothing could be more dangerous for Britain than an 
attempt to cushion in advance the possible repercussions upon domestic em- 
ployment before the repercussions upon the balance of payments and the gold 
reserves can be clearly gauged. For America, with its immensely strong and 
flexible economy and its relatively small dependence upon external trade, the 
precept should be to prefer the risk of reflation to the risk of deflation; and it is 
a little disturbing that this precept has not yet been acknowledged by America’s 
own actions. But for Britain, with its highly vulnerable economy and its 
slender margin of gold reserves, the precept when any chill wind blows from 
overseas should be precisely the opposite. 

Yet if Mr. Butler hankers after some focal point for his budget, is it possible 
that this talk of recession may tip the scale? One can perhaps presume that he 
has already hardened his heart against the consumer, who was handsomely 
treated last year. But in view of the disappointing trend of industrial invest- 
ment, and the possibility that if the American recession deepens it may become 
still more sluggish, might the Chancellor try to give a further stimulus in that 
direction? It is not easy, in fact, to see what more can be done, short of the 
much-needed overhaul of the whole structure of direct taxation of business and 
personal incomes, though one or two novel devices have been suggested. But if 
the Chancellor does make the attempt, it is to be hoped that he will not try to 
justify it, financially, by the common evasion that the budgetary cost would 
not be felt until future years. If any such stimulus is effective, the economy will 
feel the impact as soon as the outlays take place—or even a little before that. 

It may be that there is scope for some such action this year, for an expansion 
of well-conceived productive investment would probably strengthen the long- 
run condition of the economy even though it occurred at the expense of an 
immediate weakening of the balance of payments—which is what would be 
most likely to happen in the conditions at present foreseeable. But the running 
of such a risk would call for nice judgment of the magnitudes involved. Much 
damage would be done if investment stimulation were so successful as to plunge 
the economy again into active inflation. It is the more important to bear in 
mind that a budget ostensibly balanced on the conventional accounting would, 
in fact, be injecting a net inflationary element into the economy, because the 
true current account would be in deficit. The safety margin, in short, will in 
any case be narrower than the conventional budget figures suggest. In any 
budget prescription there is risk of error. The Chancellor would do well to 
ensure that this year any error is on the side of caution. 
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Public Finance and the Welfare State 
By Alan T. Peacock 


(Reader in Public Finance, University of London) 


T was with a sense of great urgency that the remarkable Scots divine and 
| poitical economist, Thomas Chalmers, wrote in 1831 that “‘ nothing can be 

more hurtful and heterogeneous than to bring the terms, or the ministrations 
of benevolence, under the bidding of authority ’’. Scarcely an echo remains 
of his cogent arguments for voluntarism in the provision of social services. 
More remarkable still, whilst 120 years ago it was possible to argue whether 
or not to have a welfare state at all, to-day it is very doubtful if there is any 
real public controversy about even the scope of social services. What dis- 
agreement exists seems to be confined to the methods of provision and to the 
problem of deciding the priorities within a particular service. Thus those 
who would like to see the substitution of higher family allowances for sub- 
sidies, for instance, take pains to point out that this would not affect the level 
of provision. In spite of heavy defence commitments after the war, successive 
Chancellors have all but stated that social services expenditure is irrevocable; 
and those of us who may have had time to peruse the Civil Estimates for 
1954-55 will only find further confirmation of this conclusion. 

The present writer, for one, would feel a little easier in his mind if he 
thought that the ramifications of this political axiom were fully understood. 
For one thing, complete and up-to-date information about the welfare state 
is not always easy to find in a convenient form, despite the almost daily 
discussion of social policy in Parliament. Moreover, not even the most intelli- 
gent presentation of the facts will suggest unequivocal conclusions. The 
present article is an attempt to present the statistics of the welfare state in 
such a way that its place in the national economy can be more fully understood, 
and to offer an interpretation of them. 


STRUCTURE OF THE WELFARE BUDGET 


To understand the economic effects of the welfare state presupposes a 
knowledge of its budgetary structure. Three authorities are concerned with 
the finance of social services: the central government, the local authorities, 
and the National Insurance Funds, all with separate accounts. All three 
institutions are responsible for expenditure on different forms of service. The 
main responsibility of the central government is the National Health Service, 
together with food subsidies and assistance payments. Local authorities are 
mainly concerned with education and housing, while the National Insurance 
Funds, of course, deal with the disbursement of insurance benefits such as 
retirement pensions and sickness and unemployment benefit. Furthermore, 
each authority raises ‘‘ taxes ”’ in order to finance the social services for which 
it is responsible. However, both the local authorities and National Insurance 
Funds are heavily subsidized by the central government; that is to say, 
apart from the revenue required to finance social services at the central level, 
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the central government has to raise additional taxation in order to provide, 
for instance, for its heavy education grants and housing subsidies to local 
authorities, and in order to finance the statutory Exchequer contribution to 
the National Insurance Funds. 

Table I shows the trend of current expenditure on social services since 
1937-38, and its distribution between the three authorities. In terms of 
finance, the roles of the central and local governments have been approxi- 
mately reversed since 1948. This reflects the fact that the main addition 
to social services since the war, the National Health Service, is largely adminis- 
tered at the central level, and that the main service to be transferred from one 
authority to another, public assistance, has largely been taken over from the 
local governments by the central government. 

More striking, perhaps, is the change on the side of taxation. Before the 
war, roughly 55 per cent. of total expenditure on social services was financed 
by central government taxation, with local rates providing about 25 per cent. 
and the combined unemployment, national health insurance and _ pensions 
funds providing about 20 per cent. By 1950-51, the central government 


TABLE | 
CURRENT EXPENDITURE ON SOCIAL SERVICES BY AUTHORITY 
(4 millions) 


























| 1937-38 = %~— «1. 1947-48 %)— | 1950-51 8s] 1953-54 % 

1. Central Government... _| 128 =. 26.5 660 48 1,088 58 108g 54.5 
z. Local Government __.. | 221 44.5 401 29.5 384 20.5 402 20 
3. National Insurance Funds | iso 0Of«#a? 309 22.5 402 27.5 510) 25.5 
4. Total Current Expendi- 

ture... > oy 479 100 1,370 roo 1,874 roo 2,001 roo 
5. Total as percentage of | | 

total Government Ex- | | | | 

penditure ” 2 36% | 330 | 45% | (4{O"5) 


Note.—Figures for 1953-54 are estimates only. All figures are for Great Britain in this and 
subsequent tables, unless otherwise stated. 


provided something like 74 per cent. of the finance, the National Insurance 
Funds 20 per cent. again, but local rates provided only about 6 per cent. 
The detailed figures of revenues are not yet available for 1953-54, but no 
really substantial changes in the distribution are likely to have taken place. 

Apart from providing an interesting commentary on the state of local 
finance in Great Britain, the changes in the proportions of the social services 
financed through different authorities, together with the aggregate total of 
welfare expenditure and taxation, determine the redistributory effects of 
social policy implemented through public finance. In general terms, it can 
be said that the more the central government finances social services, the less 
regressive will be the structure of taxation, because the main direct taxes are 
in the hands of the central authorities. This effect is not by any means con- 
fined to this country, for in countries as different in size and structure as 
Denmark and the United States the same trends have been noted. This fact, 
together with the fact that social services benefit above all the lower income 
groups, must mean that, contrary to what a number of observers have pointed 
out, the execution of social policy requires a considerable redistribution of 
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income.* It is therefore not true that merely by reducing taxation on the one 
hand and reducing money benefits—family allowances, for example—on the 
other the same objectives could be achieved without administrative costs— 
unless, that is, changes in the distribution of incomes are considered acceptable. 


DISTRIBUTION OF SOCIAL EXPENDITURES 


While the effect of the provision of social services on the distribution of 
income is very much affected by institutional arrangements, it is the strong 
central control over current and capital expenditure (directly through the 
central budget and indirectly through subsidization of the other authorities) 


TABLE II 
EXPENDITURE ON SOCIAL SERVICES BY FUNCTION 
(£ millions) 


























| 1937-38 = % = «|. 1947-48 = %)— | 1950-51 |: 1953-54 % 
I. Current Expenditure | 
1. Administration .. 17 3 63 4.5 93 5 n.a. 
2. Education - 114 24 22 17 207. ~=I4 306 §I5 
3. Health .. a 61 13 160 II.5 442 24 434 22 
4. Food Subsidies and 
Welfare Foods st mie 347 925 358 19 355 I8 
5. National Insurance | 105 22 269 = 220 378 20 510 3825.5 
6. Assistance —— mes. .26.3 165 I2 156 8.5 226 I 
7. Housing .. es 22 4.5 55 4 605 3-5 70 3-5 
8. Miscellaneous... 38 8 88 6 115 6 100 5 
. Total ate ‘i 479 100 1,370 100 1,874 100 2,001 I00 
II. Capital Expenditure 
10. Education + 4 [ 3 52 56 
11. Health .. co Le 3 < 3 17 20 
12. Housing .. ia Bs fi 224 273 450 
13. Total - a 88 260 342 526 
14. Total Expendi- | 
ture (9 plus 13) | 567 1,630 2,216 2,527 








Notes.—(a) All figures for 1953-54 are estimates. 
(6) Figures for 1953-54 include administration, as no separate estimate of administra- 
tion is possible. 


(c) Item 8 consists largely of war pensions, pensioners’ tobacco coupons and industrial 
rehabilitation grants. 

(2) Capital expenditure is on goods and services only, and is for the United Kingdom. 

(e) kigures for food subsidies are of Ministry of Food trading losses. They exclude 
any acreage payments and the White Fish subsidy. ~ 


that determines the allocation of expenditure among different uses. In Table 
II, expenditure is classified according to function. 

From 1937 to 1951, it will be seen, the biggest expansion took place in the 
community services, particularly health and education and in food subsidies, 
while the services more directly concerned with the relief of poverty declined 
telatively to the other services. This was, of course, a reflection of continuing 
conditions of full employment. However, this trend was halted in the last 
three years, since increases in retirement pensions and in other benefits have 
been granted in the attempt to maintain the real value of the original benefits. 





*There are a number of technical points in this argument that cannot be considered here. 
For a fuller discussion, see A. T. Peacock and P. Browning, Chapter V of Income Redistribution 
and Social Policy, 1954. 
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The presentation of global figures of this sort masks significant changes 
within each category of expenditure. Thus, within the National Health 
Service, there has been a much greater relative increase in expenditure on 
hospital services in the last three years as compared with the general medical 
services. More striking still are the changes within the National Insurance 
scheme. Before the war, the major item of expenditure was unemployment 
benefit, but now retirement pensions amount to fully thirteen times the 
amount paid in unemployment benefits and over four times the expenditure 
on sickness benefits. 


WAR-TIME THEORIES AND PRESENT REALITIES 

The economic problem suggested by this functional classification is that of 
reconciling the competing claims of individual services. There was a brief 
period in economic discussion when it might be said that that problem was 
regarded as unimportant. In the days of Full Employment in a Free Society 
the inference was drawn that a return to conditions such as those of the 
‘thirties would mean that the cost of expansion of social services to the com- 
munity might very well be zero if not negative. Such services would help 
to solve the unemployment problem through the expansion of government 
demand for goods and services and through the redistribution of incomes of 
the sort we have already described. The fact that the underlying assumptions 
of that analysis have not been fulfilled in the post-war years has meant that 
we have had to re-learn very painfully the lessons of orthodox finance. 

The pressures exercised by balance-of-payments difficulties and rearma- 
ment make it plain that no particular social service can be justified in terms 
of some so-called “‘ objective’’ criterion that lays down minimum standards of 
service. One cannot arrive at the optimum level of housing expenditure 
merely by comparing the likely changes in the number of families and the 
prospective changes in the stock of houses. The costs of stepping up the 
housing programme must be measured in terms of the alternatives forgone, 
which, in times of full employment of resources, will mean the schools that 
would not be built or the factories whose completion would be delayed. But 
this is only rarely recognized in popular discussion; and the unfortunate 
legacy of war-time thinking on these problems has given ample scope for the 
crude fallacies of the technocrat. In fact, it is in times of full employment 
that the orthodox theory of public expenditure comes into its own. It may 
not provide any precise guide to the best division of expenditure between 
competing uses, but it does help us to pose the proper questions. 


DIRECT AND ‘‘ TRANSFER’’ EXPENDITURE 


The effect of the welfare state on the level of activity must depend on the 
types of expenditure undertaken. The economist usually distinguishes three 
sorts of expenditure. First of all, the Government may make direct purchases 
of goods and services from the private sector and provide them at zero cost 
to beneficiaries. Secondly, the Government may redistribute income directly 
by providing beneficiaries, such as pensioners and the unemployed, with 
money transfers. Thirdly, the individual may attract subsidization to specific 
purchases such as food and housing rather as local authorities may do through 
a system of percentage grants. The effects on the level of activity of these 
three operations may be very different. In general terms, however, it can be 
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said that alterations in the first category, expenditure on goods and services, 
will have a greater effect, pound for pound, on the level of activity than 
alterations in either of the other categories. This is because the Government 
exercises a direct claim on current output, whereas in the case of transfers it 
exercises this claim on behalf of citizens only indirectly, and to the extent to 
which they spend on domestic output. Table III shows the changing relation- 
ship between the three categories, as well as their absolute amounts. It is 
interesting to note that the relatively constant proportion of expenditure on 
goods and services in recent years (allowing for the dip in the immediate post- 
war period) has been maintained by the expansion of capital expenditure, 
largely on housing. However, these proportions are by no means stable, and 
the projected fall in subsidies compensated by the rise in the expenditure on 
pensions may alter the picture in years to come. 

The real economic significance of these categories so far as the level of activity 
is concerned cannot be demonstrated by studying these figures in isolation. 
They must be related to the relevant national income magnitudes. Nor is 
any fair impression given by simply lumping all these payments together and 
expressing them as a proportion of national income, as is fashionable. Thus, 





TABLE III 
EXPENDITURE ON SOCIAL SERVICES BY ECONOMIC CLASSIFICATION 
(£ millions) 
| 1937-38 869% ~=—| 1947-48 = %)— | 1950-51 %_SCO|:1953-54* % 
1. Goods and Services 
(a) Current .. + 207. 36.5 432 26.5 783, 35-5 714 28 
(b) Capital .. wh 88 15.5 260 16 342 «5.5 526 «=2r 
2. Transfers ‘is * 250 44 514. 3I.5 636 28.5 835 33 
3. Subsidies .. és “<A 22 4 424 26 455 20.5 452 8 
4. Total 7 es oa 567 100 1,630 roo 2,216 roo 2,527 roo 














* Estimates. 


goods and services are part of national expenditure, and represent direct 
clams on the community’s output and should be expressed as such. Transfers 
are supplements to personal incomes and represent a redistribution of claims 
on the community’s current output; it is therefore fitting to express them as 
a proportion of personal income of households. Subsidies are supplements to 
personal consumption, and should therefore be related to this item only. 
Table IV provides the necessary data up to 1951, with some extremely tentative 
estimates for 1953-54. 

In Table IV, the really striking change is, of course, the increase in the 
proportion of fixed capital formation devoted to social services, mainly housing. 
It is true that before the war housing was an important item in fixed capital 
formation, representing some Ig per cent. of it in 1938. However, the recent 
expansion has taken place under totally different conditions. On the one 
hand, it has taken place at a time when there have been many competing 
demands for resources as a result of the war-time depletion of the national 
capital. Secondly, the expansion of housing within the public sector has been 
part of a deliberate policy of redistribution, for not only have local authorities 
been able to borrow on favourable terms* but the rents of completed houses 





* It is true that the lending terms of the Public Works Loan Board have been raised in recent 


— but the less favourable terms have been largely offset by an increase in the housing 
SUDSI y. 
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have been subsidized. The combination of subsidized rents and rent restric- 
tion means that local authorities have no difficulties in finding tenants! It 
will be interesting to observe, therefore, what will happen when the permitted 
increases of rents for property covered by the Rent Restriction Acts come 
into force. 

It has been assumed above that a problem of allocation of resources 
between social expenditure and private investment and between competing 
social services does in fact exist. The necessity of this assumption is proved 
conclusively by the continuing large proportion of social service expenditure 
on goods and services on both current and capital account. This must mean, 
of course, that the private sector, and particularly private industry as opposed 
to the public utilities, has had to that extent to go without fixed capital. 
This is not to argue that the expansion of social services may not have some 
part to play in the solution of the problem of maintaining the nation’s capital 
stock and thus of increasing productivity. These services are in many respects 
an important investment in human capital. Furthermore, their very popu- 
larity, their association with “‘ winning the peace ’’, is an important psycho- 
logical factor in economic recovery. But the effects of social services on the 
productivity of labour are intangible to say the least, while the effects of 
maintaining and increasing the capital stock are much more definite. How- 
ever, there is sufficient margin of doubt here to make it extremely difficult to 
obtain agreement between politicians and economists about “‘ optimal ”’ rates 
of expansion of social services. 


SOCIAL SERVICES AND INFLATION 


Whilst there may be some doubt about the effects of the allocation of 
resources between social services and other uses, the rdle of social services in 
the task of preserving a balance between inflation and deflation seems clear 
enough. Despite this, even such a well-known authority as Professor Barbara 
Wootton can write that “‘ nor by any stretch of the imagination can it be said 
that the social services are, in themselves, the cause of inflation which is their 
undoing. Re-armament, uncontrolled wage claims, and general economic 
policy must take the blame for that ’’.* Now it is clear that if we have a fully 
employed economy any increase in Government expenditure on goods and 
services in addition to existing demands will be inflationary. To restore 
equilibrium, therefore, the reduction of any line of Government expenditure 
would do the trick, including the cutting of social services. Professor Wootton 
gets her result by assuming that social services are sacrosanct and that re- 
armament expenditure, for instance, is marginal. This may be good politics, 
but it is bad economics. 

A less confusing way of showing the inflationary impact of Government 
expenditure is to consider its consequences, given the objective of combating 
inflation. If a high level of expenditure is to be maintained, then the only 
fiscal means open to combat inflation is high taxation. This is the crux of the 
problem. The curbing of private demand for resources required for Govern- 
ment use, particularly for social services, cannot be relied upon to take place 
voluntarily, and, in consequence, the Government attempts to perform the 








* “The Labour Party and the Social Services ”’ (Political Quarterly, Vol. XXIV, No. 1, 1953): 
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requisite saving through the public sector. There are some who would argue 
that even in the short run this policy defeats its own ends because the amount 
of taxation required, especially if redistribution is taking place at the same 
time, inevitably means that vet saving is not increased, for Government saving 
is merely attained by private dissaving. It is interesting to note, however, 
that one branch of the social services, the National Insurance Funds, is 
financed to a considerable degree by two regressive taxes; the employees’ 
contribution is a poll-tax and the employers’ contribution, while a tax on 
labour, is treated as an addition to costs and in recent years has probably 
acted as an indirect tax on consumption. The considerable surplus on the 
Funds, to which these taxes have made an important contribution, probably 
reflects an increase in net saving, at least so far as wage-earners are concerned. 
It is also to be noted that this form of taxation does not impinge on marginal 
earnings and thus does not have a disincentive effect; the employees’ contri- 














TABLE IV 
EXPENDITURE ON SOCIAL SERVICES AND NATIONAL INCOME* 
| a 1937-38 1947-45 _ 1950-51 1953-541 
1. Expenditure on Social {m. ~ fm. % £m. yA £m. % 
Services through Goods 
and Services .. =i 295 692 1,125 (1,240) 
Gross National Expendi- 5 6 8.5 8 
ture at Market Prices | 5,841 11,291 13,663 (16,000) 
2. Transfers “4 A 250 514 636 (835) 
Personal Income _ before 5 3.3 5-5 6.5 
 —_ sa a 4,952 9,489 11,156 (13,000) 
3. Subsidies .. ea _ 22 424 455 (452) 
Consumers’ Expenditure 0.5 $.4 5 4 
at Market Prices ba 4,296 7,879 9,450 (11,000) 
4. Capital Expenditure on 
Social Services iia 88 260 342 (526) 
Gross Fixed Capital For- 10.5 21.5 20 2I 
mation. . - is 845 1,218 1,720 (2,500) 














* Category of social service expenditure in each case shown in relation to relevant national 
income concept. 


+ Estimates. 


bution is a tax on Monday morning’s earnings and not on Friday’s. The 
term “ contribution ”’ for such a tax is a complete but nevertheless convenient 
misnomer. * 

Keynes wrote during the war that “ the financial problems of the war 
have been surmounted so easily and silently that the average man sees no 
reason to suppose that the financial problems of the peace will be any more 
difficult ’’. Certainly the financial problems have been more complex than 
anyone had reason to expect, but even to-day it is often forgotten that they 
are merely the reflection of the more fundamental problems that face every 
economy; and most fundamental of all is the problem of ensuring a steady 
growth in real national income. We cannot commit ourselves to large-scale 
improvements in social services if we do not take account of this. Moreover, 
it would be unwise, to say the least, to work on the assumption that the near 





* For a more extensive treatment of this subject, see the present author’s article in THE 
BANKER, January, 1951, and his Economics of National Insurance (1952). 
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future may turn out quite differently from the recent past, that we can take 
comfort in the prospect of large reduction in defence expenditure or the speedy 
solution of our balance of payments problems, so that social services can 
replace arms and exports as first priority. All this is trite enough, but it 
requires more emphasis to-day because of the special problems that our own 
economy must consider. A country with an ageing population already com- 
mitted (for highly laudable reasons) to a high standard of provision for its 
aged has a double burden to bear. There is the prospect of a relative decline 
in the proportion of the working to the total population, and there are the 
costs of transferring real resources by taxation to the dependent population, 
particularly its old-age pensioners and aged sick. The study of the “‘ economics 
of dependence ”’ is an obvious corollary to this survey, but to pursue it would 
take us far beyond the scope of the present analysis. 






































British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


HE industrial development of Birmingham dates from the late 
"[ cightecath century. Although the manufacture of shoe buckles, toys, 

guns, swords and other metal trinkets had begun a century earlier, the 
first presage of the industrial revolution to come was the establishment of the 
famous Soho Manufactory by Matthew Boulton. Boulton took James Watt 
into partnership in 1775 and the world’s first steam engines were thence- 
forward assembled at the factory. A decade earlier, a Birmingham manv- 
facturer of metal boxes, John Taylor and his family, had combined with the 
Lloyd family to found Taylor and Lloyds Bank, the forerunner of the present 
Lloyds Bank. 

Although industry came early to Birmingham, much of the area that 
now forms the main thoroughfares of the city remained undeveloped until 
well into the nineteenth century. Waterloo Street, for instance, which con- 
tains a number of other banks in addition to the branch of Lloyds Bank 
featured in our sketchbook this month, constituted farming land until 1830. 
A start was made on developing the street between the years 1830 and 1840; 
the building that now serves as a branch of Lloyds Bank was constructed 
about 1840, and is an extremely fine example of the very early Victorian— 
which is really late Regency—style. It is as well designed a facade as houses 
of a similar date in the squares of Belgravia. 

Most of the buildings originally in the street were designed by Rickman, 
probably the same early Gothic Revival architect of that name who designed 
St. George’s Church, Birmingham; but the bank building itself was probably 
designed by a John Fallows, or else by a certain Mr. Edge. At first it served 
as a private house, but later in the nineteenth century the building was used 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 


Lloyds Bank, Waterloo Street, Birmingham 


for offices. During the last war it was severely damaged internally by fire 
bombs; it was completely repaired and restored by 1946, when it came into 
the possession of Lloyds Bank. 
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Financing East-West Trade 


HE Russian trade offensive, the latest and perhaps the subtlest phase of 
the cold war, seems to have made an all-too-promising start. It has been 
favoured most strikingly by the cooler trade winds that are blowing 


from America, and by the indications that exports of the free world to the 
dollar area are contracting. The inevitable effects of the reduced tempo of 
industrial activity in the United States are beginning to make themselves felt, 
though the customary “ multiplier’’ has not yet begun to operate. The 
repercussions upon world trade have so far been only moderate, but the bait 
of long-term commercial agreements that the Soviet Union is offering to West 
European countries is certainly being considerably enhanced by the possibility 
of a deepening of the recession in the dollar world. Moreover, these feelers 
come at a time when the British Government for one has made it clear that 
it would welcome a relaxation of the restrictions on trade with the Eastern 
bloc. This article considers these moves in the background of the contraction 
in East-West trade that has taken place in recent years, and seeks to assess 
the problem of payments arrangements that any sizable revival of trade with 
the East would present. 

The Soviet trade offensive is being launched on many fronts. Teams of 
business men from Western countries have been invited to Moscow to discuss 
and even negotiate firm contracts. The British have been followed by the West 
Germans, the Belgians, Italians and French. And other similar missions have 
already been planned. They are all given the usual “‘ V.I.P.”’ treatment. The 
British team returned home with orders amounting to about £16 millions, but 
this total was swollen by the inclusion of business arranged long before the 
visit. The Board of Trade has been notified of only £124 millions of firm orders, 
and of these only some £63 millions have been approved for export. The balance 
are thus apparently held up by the restrictions on exports of “ strategic ’’ goods 
to the Soviet bloc. The Prime Minister made it clear in a recent speech in 
Parliament that the influence of the United Kingdom would be used to ease 
these restrictions; but the President of the Board of Trade has so far done 
little, in the Parliamentary debate or elsewhere, to elucidate the proposed 
relaxations. These are, of course, being discussed in the first instance with 
the United States and other N.A.T.O. countries. 

During the latter part of March, the Russian offensive shifted its main 
forces to Geneva, seizing the opportunity presented by the annual meeting 
there of the Economic Commission for Europe, whose gatherings have all too 
often provided occasion for the familiar tirades of Soviet propaganda. The 
E.C.E. is one of the few offshoots of the United Nations on which East and 
West meet in discussing technical economic problems; and nowhere has the 
contrast between the old and the new communist tactics in political and 
economic relations with the West been more marked than at this particular 
meeting. The ministerial meeting in Geneva did not enter into the details 
of trade negotiations, but it made sufficient general progress to justify the 
arranging of a meeting of trade technicians from the countries concerned. These 
technical discussions are due to take place in Geneva this month. 


















ae uals 











e of 
een 
ving 
the 
9 of 
felt, 
The 
bait 
Vest 
lity 
lers 
that 
tern 
tion 
Sess 
vith 


Ss of 
cuss 
Vest 
lave 
The 
but 
the 
lers, 
ince 
ods 
h in 
ease 
lone 
sed 
vith 


1ain 
ting 


The 
and 

the 
and 
ular 
tails 

the 
nese 











FINANCING EAST-WEST TRADE 205 








y—both voluminous and 
objectively-documented—of the economic situation in Europe prepared by 
the E.C.E. secretariat. In the section dealing with the Soviet Union, this 
survey drew attention to the basic changes in Soviet economic policy that took 
place after the death of Stalin. In particular, it found that “ the changes 
announced so far indicate that the consumer is to receive a greater quantity 
and variety of merchandise than hitherto through the provision of increasing 
quantities of durable goods produced by the engineering and other metal- 
using industries ’’. And it concluded that there is still a large margin for 
further increases 1n the production of such goods without significantly slowing 
down the expansion of output of capital goods. In the “ more stable items of 
consumption ’’’, however, the new concessions that could be granted to 
the consumer are regarded as much more limited; “ the achievement of targets 
—modest as they are—for the foodstuffs, textile and footwear industries is 


The recent discussions were based on the survey 


TABLE I 
GENERAL LEVEL OF TRADE BETWEEN EASTERN 
AND WESTERN EUROPE 


Imports into Exports from 
Western Western 
Europe Europe* 
Current value (millions of dollars: 
imports c.i.f.; exports f.o.b.): 
1949... i a we 1,033 $28 
1950 .. - o* . 503 644 
best 4. oa - “3 1,012 747 
1952 .. ea wa ae 991 739 
Index numbers of unit values (in 
terms of dollars, 1950 = 100): 
1949... ov ni - 110 125 
1950 .. ea 9 <, 100 100 
IQ5I .. ea ei es 142 119 
1952... e wa - 146 126 
Index numbers of volume (1950 = 
100): 
1938 .. - - a 305 204 
1949 .. - a io III 103 
1950... a ia v 100 100 
I95I .. “4 ea - 89 98 
1952... ae ‘a 7 35 gl 


* Excluding war reparations from Finland to U.S.S.R. 


closely dependent on the Soviet Union’s success in meeting the difficult prob- 
lems in agriculture ”’. 

This reasoning by the E.C.E. secretariat obviously assumes that the 
improvement in the lot of the Soviet consumer must depend mainly upon the 
growth of domestic production of consumer goods. A much shorter cut to 
this new aim of lessening austerity would be provided by an increase in pur- 
chases of consumer goods from outside the Soviet bloc—an increase that could 
teadily be financed if the Soviet Union expanded its output and exports of 
agricultural goods. It was upon this point that Lord Reading, leader of the 
British delegation to E.C.E., seized when he opened the general debate in 
Geneva last month. He pointed out that although the rate of expansion in 
the production of the light manufacturing industry in the Soviet Union in 
1953 had outstripped that of heavy industry, the output of capital goods in 
that year still greatly outweighed that of consumer goods, both in volume and 
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in value. He then went on to suggest that the British Government would 
welcome the opportunity of helping to close the gap, emphasizing that Britain 
had on offer a wide array of those consumer goods that are its traditional 
exports. In return he offered a large market in Britain for almost all Eastern 
European foodstuffs and raw materials. 

These preliminary exchanges will be developed in detail during the tech- 
nical discussions this month. It is unlikely, however, that any substantial 
expansion in trade between East and West Europe will take place unless 
there is some easing of the restrictions imposed by the strategic list. The 
restrictions on exports to Soviet countries fall under two main heads. The 








TABLE II 
TRADE BETWEEN EASTERN AND WESTERN EUROPE, BY COUNTRY 
Current Value Share in Total East-West Trade §& 
(Millions of dollars) (Percentages) 
Imports into Exports from Imports into Exports from Ff 
Western Western Western Western 
European European European European 
countries countries countries countries 
(c.1.f.) (f.0.b.) (c.1.f.) (f.0.b.) 
. IQO5I 1952 I95I 1952 I95I 1952 I95I 1952 
Western European countries: 
United Kingdom (a) - 2606 =. 235 45 40 26 24 6 5 : 
Finland (bd) va ' 108 153 94 141 11 15 13 19 
Sweden... - a 129 108 125 119 13 II 17 16 
Italy Vs Ks ye 72 84 05 55 7 9 9 S 
Austria ca wn 72 73 60 64 7 7 8 9 
France... “a - 50 59 39 39 5 6 5 5 
Western Germany (c).. 53 57 64 51 5 6 9 7 
Netherlands 'o £4 50 54 40 37 5 6 5 5 
Belgium-Luxembourg .. 39 33 55 60 4 3 7 8 
Nine other countries... 173 135 160 §=133 17 14 21 is 
1.OI2 991 747 739 100 = 100 100 ~—s«100 
Eastern European countries: * 
uU.S.3.z. ts ; 313 383 177 255 31 38 4 
Poland ... cis - 337 258 211 172 33 26 25 23 
Czechoslovakia 179 157 183 110 18 16 2 15 
Eastern Germany (d) 82 go 65 78 5 9 9 1 
Hungary .. ee - 69 OI 74 607 7 6 10 9 
Rumania an 4 4, 26 31 45 2 3 | 6 
Bulgaria .. - _ 9 16 6 12 2 I 2 
I,O12 gg! 747 739 100 10O 100 100 





* For these countries, captions ‘‘imports into’”’ and ‘‘exports from” at heads of columns 
relate, of course, to ‘‘exports to’’ and ‘‘imports from”’. 


(a) General imports, exports excluding re-exports. (b) Excluding war reparations. (c) Ex- 
cluding trade with Eastern Germany. (d) Excluding trade with Western Germany. 


first are those agreed by the so-called “‘ Paris Group ’’, comprising the nations 
of the North Atlantic Treaty Organization, together with Western Germany 
and Japan. The Paris Group was formed in 1949 at the time when the Berlin 
air-lift conjured up real fears of another world conflagration. The member } 
countries of the group drew up two lists, the first comprising articles of 
war on which there is at present a complete embargo upon exports to Soviet 
and satellite countries, the other a list of “strategic goods” of which 
exports are limited to the amounts estimated to be the minimum civilian | 
requirements of the Soviet countries concerned. But the political conditions 
in which these lists were drawn up obtain no longer; and Sir Winston Churchill 
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has given, in the speech already mentioned, a definite promise that British 
initiative would be used to obtain some relaxation. 

The other restriction on trade with Communist countries derives from the 
United Nations’ resolution imposing in general terms a blockade on strategic 
trade with Communist China. This resolution was passed after the first direct 
intervention of the Chinese in the fighting in Korea. There is no question of 
easing this particular blockade until the matter has been discussed with other 
related problems in the political conference that is also due to take place in 
Geneva this month—a conference that will, of course, be mainly concerned 
with the task of securing a settlement in Korea. In the discussions about 
that settlement, one of the bargaining counters that the West will use will be 
the promise of some easing of the restraints that now hamper the trade of 
Communist China. 

The potential scope for expansion of East-West trade is perhaps best 
eauged by the decline that has taken place since these several restrictions 


TABLE III 
BRITAIN’S TRADE WITH SOVIET BLOC, 1951-53 
IQ5I 1Q52 1953 
£ f £ 
Soviet Union Imports 60,131,328 58,117,091 39,900,847 
Exports 3,699,296 3,849,775 3,307,739 
Re-exports 20,465,923 33,631,047 8,958,008 


Poland Imports 20,727,029 16,192,736 22,925,236 
Exports 6,659,102 6,769,378 6,573,311 
Re-exports 856,303 885,874 411,231 
Eastern Germany Imports 2,948,415 2,074,742 I, 161,185 
Exports 262,615 215,019 555,148 
Re-exports 326,542 54,791 137,866 
Hungary Imports 9,727 [2,205 22,245 
Exports 1,109,492 756,059 992,857 
Re-exports 334,434 101,677 271,172 
Czechoslovakia Imports 9,127,899 6,511,185 7,658,237 
Exports 2,701,771 2,138,076 1,887,505 
Re-exports 1,174,891 316,412 155,468 
Bulgaria Imports 67,932 3,950 738,172 
Exports 248,132 122,294 170,089 
Re-exports 94,490 854,317 623,051 
Rumania Imports 1,888,817 953,709 I,424,037 
Exports 1,276,322 1,512,820 1,975,580 
Re-exports 1,155,051 [,033,037 816,843 





were imposed. It has been a considerable decline, as can be seen from the 
figures of European trade set out in Table I. Complete figures are available 
up the end of 1952 only. The contraction has been even greater in volume 
than in value, and judging from such figures as are available for individual 
countries, it must have proceeded further in 1953. 

The contraction of East-West trade since pre-war days has, of course, been 
very much larger than the recent movement. By 1952 exports from Eastern 
to Western European countries were little more than one-quarter of their 
1938 volume, but exports from West to East were nearly half their 1938 level. 
The figures of West European trade are, moreover, swollen and somewhat 
distorted by the inclusion of Finland. Finland’s trade with Eastern Europe, 
fostered by long-term agreements, came in 1952 to represent one-fifth of its 
total exports and imports alike—a much greater proportion than for any other 
Western European country. The participation of the countries concerned in 
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this East-West trade in 1951 and 1952 is shown in Table II, while the trend of 
the United Kingdom’s own trade with East European countries in recent 
years is shown in Table III, which gives figures from the Trade and Navigation 
accounts for trade with each of the countries of the Soviet bloc for the years 
1951-53. 

The recent contraction in the trade between the Soviet Union and the 
United Kingdom has been due almost wholly to the decline in the United 
Kingdom’s imports of grains and timber. With the gradual abandonment of 
state trading and the return to free commodity markets, the Russians have 
been less at ease in the British market. Chiefly in consequence of this decline 
they have been acutely short of sterling. During the latter months of 1953, it 
will be remembered, they met the shortage by substantial exports of gold 
silver and platinum—shipments that do not appear in the figures quoted in 
Table III. Yet, if East-West trade is to be substantially expanded, the 
question of payments will assume great importance; and sterling has an 
especially important réle to play in any East-West payments system. 





MULTILATERAL STERLING IN A BILATERAL SYSTEM 

The statistics of direct Anglo-Soviet trade, when read in conjunction with 
the evidence of a shortage of sterling in Russian accounts, are a measure of 
the extent to which sterling has been used in the multilateral financing of 
Russian trade. Trade between most Eastern and Western European coun- 
tries is conducted under bilateral agreements that require a fairly close 
balancing of accounts. The major exception to this bilateral system has been 
provided by the facilities for transferability of sterling that most Eastern 
and Western European countries enjoyed even before the changes announced 
by the Bank of England last month. The considerable excess of Russian 
earnings of sterling over outgoings in direct Anglo-Russian trade, and the 
extent of Russia’s recent sales of bullion, are a measure of its use of sterling 
as an international medium. They indicate the extent to which Russia has 
been using sterling not only in its purchases from the overseas sterling area, 
but also for payments to the Netherlands, the Scandinavian countries, France 
and other countries that have themselves enjoyed automatic or “ adminis 
trative’ transferability of their sterling in the past. In consequence, many 
of Russia’s payments for its purchases in Europe have finally come to roost 
—in the ultimate reckoning of balances of payments—as a claim against the 
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United Kingdom in the E.P.U. settlements. One of the most striking illustra- 
tions of the use of sterling in the trade of Eastern Europe is the provision in 
the recently negotiated Russo-Finnish commercial agreement, specifying that 
a proportion of the net surpluses that Finland may build up against Soviet 
Russia shall be settled in sterling. A considerable part of Polish coal exports 
to Western Europe have also been paid for in transferable sterling. This use 
of sterling in East-West trade will further increase as a result of the latest 
extension of transferability. 


AN EASTERN PAYMENTS UNION ? 

Despite this extensive use of sterling multilaterally, the pattern of East- 
West trade as such continues to be predominantly bilateral, and is strongly 
subject to the customary defects and restrictions of such a pattern. At the 
Geneva meeting last month, the leader of the Danish delegation suggested 
that these difficulties might be avoided if Eastern Europe set up some counter- 
part of Western Europe’s E.P.U. In point of fact, as a recent article in THE 
BANKER explained*, a partial mechanism of that kind is already in operation. 
The “ rouble bloc ”’ has taken shape. Most of the trade between the European 
Communist countries that used, until four years ago, to be invoiced in terms 
of dollars is now transacted and settled in terms of roubles through accounts 
maintained with the State Bank of the U.S.S.R. There is complete trans- 
ferability of the rouble balances in question between the several members of 
the bloc. Poland, for example, can use its surplus with Czechoslovakia to 
cover a deficit with Rumania. What is lacking is any transferability or 
convertibility of the balances into Western currencies or into any common 
unit such as gold. That is the main difference between the rouble bloc and the 
E.P.U.; the Soviet system has no counterpart of the E.P.U. arrangement 
whereby the ultimate balances are settled partly in gold or dollars. If this 
gap in the rouble system could be remedied, there would be a much better 
chance of making East-West trade more multilateral. It might even be possible 
to establish a bridge between the Eastern and Western Payments Unions and 
thus remove at one stroke the main compulsion to bilateralism that operates 
in East-West trade to-day. 

This is a technical problem to which the E.C.E. secretariat should be 
devoting its ingenuity and negotiating skill. The problem of erecting a recog- 
nized payments bridge between East and West, and of-thus reinforcing the 
structure thrown over that bilateral gap by sterling, should not be the least 
of items that are to be discussed by the trade experts who are to meet at 
Geneva on April 20. The convening of that gathering was the main achieve- 
ment of the recent Ministerial meeting. The fact that the relevant resolution 
was tabled jointly by the Russian and British delegations and received the 
approval of the Americans is sufficient indication of the new spirit that could 
be sensed in Geneva. There is no cause to hail this as a major turning point 
in long-term Soviet strategy. The trade offensive must still be regarded, as 
this article remarked at the outset, simply as the latest phase of the cold war. 
It is, however, a phase in which the West should be able to gain the ascendancy 
far more easily than in the earlier phases of the conflict. But the Western powers 
will need to exert themselves if they are to ensure, as they undoubtedly can 
do, that the initiative and the rewards are not monopolized by the East. 


*“Trade behind the Curtain”’, by Stephan Schattmann, in THE BANKER for December, 1953. 
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Can France Afford Reflation ? 


By a Paris Correspondent 







HE growing clamour at the O.E.E.C. for swift and decisive action by 
"| France to fulfil its obligations to free the greater part of its European 

trade from quota restrictions is a sign that France is still the economic 
problem child of Western Europe. The continued weakness of the French 
economy has acted as a brake on expansion in the rest of Europe, and fora 
growing number of countries has upset the traditional pattern of trade to such 
an extent that they in turn may be forced to revert to the use of quantitative 
restrictions in their European import trade. Now that the important stimulus 
to European production and trade provided by the rapid expansion of the 
German economy is past its peak, the need for the economic recovery of 
France from its present state of under-production and continued external 
deficit assumes a new importance. Unfortunately, there are few signs that 
the essential steps have been taken or are even in serious prospect. 

Ministers and officials hurrying between the National Assembly and the 
Chateau de la Muette and showing an acute appreciation of the requirements 
of their respective audiences have, however, been able to point to some 
important achievements as well as to—rather more numerous—dangerous 
weaknesses in the economy. The gold and dollar reserves have been climbing 
steadily and are now believed to be approaching the $1,000 millions mark ; 
total exports recovered satisfactorily in 1953 and the terms of trade 
continued to improve. At home, M. Laniel’s Government, which was formed § 
after the five-week constitutional crisis of last June, succeeded in riding over ) 
the industrial strife of August last, persuaded the Assembly to pass the 
Budget for 1954 actually before the end of 1953 (with the exception of the 
defence and education estimates), halted the decline on the Bourse and in the | 
gold value of the franc, and cut down the rate of Government borrowings from f 
the Bank of France. Not least notable, it has successfully run the gauntlet of 
parliament for more than nine months. Few post-war French administrations 
could have claimed more. 

Yet the achievement has been little more than a shaking-off, once again, of 
the worst of a crisis without removing its underlying causes. France’s perennial f 
problem of a high and rigid cost structure remains; and now that there is 
considerable slack in the economy, high prices constitute a still greater drag, 
as they make any reflation liable to react particularly adversely and quickly 
on the external balance. Yet the Government appears to have decided to 
ignore the dangers of a widening external deficit that reflation would involve 
(or perhaps to forestall them by continued restriction of imports ?). The 
cheaper money and the other encouragements to investment contained in 
the Government’s new economic plan are an attempt to raise the level of } 
industrial production, which continued to sag right through 1953, that is, for 
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nearly a year longer than in most Western European countries. But the 
methods to be employed imply some topsy-turvy economic reasoning. 

Deliberate reflation designed to evoke real increases in production would 
give little cause for concern if the balance of payments were, as was the British 
balance of payments in the spring of 1953, in reasonably comfortable surplus. 
In fact, of course, the French balance is deep in the red, though substantially 
less so than in the two previous years. In the first half of 1953 the current 
deficit of metropolitan France and the rest of the franc area was $375 millions, 
and there are few signs that more than a slight improvement took place in 
the second half of the year. The deficit for the year as a whole is expected 
to be broadly comparable to that of $660 millions incurred in 1952—though 
well below that of $1,070 millions incurred in 1951. The rate at which the 
balance of payments deficit is still running is largely hidden from the eyes 
of the public and the foreign exchange market by the substantial strengthening 
of the French gold and dollar reserves that has resulted from the now massive 
scale of American aid. 


DEPENDENCE UPON AMERICAN AID 


According to American calculations made last summer, “ extraordinary 
dollar receipts *’ likely to accrue to France in the American financial year 
ending June 30, 1954, were expected to exceed $1,000 millions—constituting 
some 37 per cent. of the total aid granted to Western Europe in the period. 
About one-half of the aid to France falls under Mutual Defence Aid and the 
other half is divided about equally between offshore contract payments and 
“U.S. Military Expenditures ’’ on troops, installations and supplies in the 
franc area. It is now unlikely that the whole of the $1,000 millions will be 
transferred by the end of June, but it can be probably counted on before the 
end of the calendar year. In addition, moreover, France can still count on 
the special aid of $385 millions for the equipment of the new native army in 
Indo-China granted in September last and still intact at the beginning of this 
year. The O.E.E.C. experts have estimated (on the basis of aid allocations 
for 1954-55 that are still uncertain) that France’s actual receipts of special 
dollar payments in the present calendar year may reach $1,400 millions, or 
$600 millions more than in 1953. Although mutual aid as such is falling off, 
these receipts are now being bolstered from two sources: continued high 
American military expenditure, and rising receipts from offshore contracts 
placed in 1951-52 and 1952-53 and still to be paid for (although some of these 
payments have already been anticipated by the French Government in the 
form of advances from the Export-Import Bank). 

These exceptionally large dollar receipts have enabled France to cover its 
deficit on commercial accourt with the dollar area, and have thus concen- 
trated attention on the deficit with the European Payments Union. That 
deficit, although diminishing in-its rate, is still adding monthly to France’s 
cumulative debt to the Union—which by the end of February had reached 
$844.9 millions. Since October, 1952, when France exhausted its quota of 
$520 millions, no credits beyond the $312 millions already granted by the 
Union could be drawn; all current deficits have, that is, been payable fully 
in gold or dollars. The threat to the stability of the E.P.U. comes less from 
France’s inability to maintain full payment in dollars (some of the payments 
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in 1953 were actually covered by “ special resources ’’ made available by the 
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United States) than from its continued “ deliberalization ’’ of its European 
imports. In early 1952 liberalization was totally suspended and in April, 
1953, the quotas themselves were reduced. It was only late last year that 
any imports at all were again permitted without quotas; since then a few 
more items have been added to the liberalized list, but the proportion of 
France’s imports from the O.E.E.C. countries to be quota-free is still only 18 
per cent. of 1948 imports—as against the O.E.E.C. requirement of 75 per 
cent. Pressure upon France within the O.E.E.C. to relax this tight web of 
restriction is growing almost daily; not least because it appears that the 
main effect of the restrictions has been less to effect any sizable reduction in 
the total of French imports than to play havoc with established channels of 
trade. Italy, for example, has been especially hard hit, whilst the exports of 
the Netherlands to France have actually increased in total. Yet, despite the 
pressures, it will be difficult for France to free its European trade significantly 
until its current deficit with the E.P.U. is eliminated. 

This deficit stems wholly from a large deficit with sterling countries. Even 
when it was incurring its largest deficits in the E.P.U. in 1951-52 France 
maintained a small surplus with the non-sterling O.E.E.C. countries, and that 
surplus is now running at an annual rate of $340 millions. But whereas the 
balance of trade with these countries, and with the dollar area, has been 
gradually improving, the balance with the sterling area has been deteriorating. 
These trends are reflected by the fact that whereas France's exports to the 
dollar area as a proportion of its dollar imports rose from 36 per cent. in 
1951 to 48 per cent. in 1952 and 52 per cent. in 1953, the corresponding 
percentages for its trade with the sterling area have dropped over the three 
years from 57 per cent. to 46 per cent. and to as little as 34 per cent. in 1953. 
The upshot was a visible trade deficit with the sterling area in 1953 of over 
$700 millions—three times as great as the deficit with the dollar area. The 
size of this deficit is e+, ected to be reduced in 1954 as exports to the overseas 
sterling area expand in response to the easing of sterling import restrictions; 
but the trend in recent months has not been encouraging. The sterling deficit 
on visible trade in the first two months of 1954 was actually considerably 
larger than in January and February of 1953. There is undoubtedly sub- 
stantial scope for increased exports, especially of agricultural products, to 
the United Kingdom; but it is dependent on a sizable reduction in the high 
level of French agricultural prices. 


. THE OVERPRICED ECONOMY 

The disparity between French prices and those ruling on world markets 
does indeed lie at the root of many of the weaknesses in the French economy; 
and it isa symptom of a host of others. The extent of the disparity of French 
prices itself varies greatly between different industries; it is generally estimated 
at between 10 and 30 per cent. In agriculture it is undisputed—and held by 
many to be inevitable on account of the special treatment that will always 
be secured by agriculture on account of its great political weight. In manv- 
facturing industry, the disparity is noticeable in the engineering and textile 
industries, which suffer from the high price of raw materials (caused to no 
small extent by the lack of competition in the import trade resulting from 
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quantitative restriction). The steel industry is better able to hold its own 
against foreign competition—as indeed it must if it is to survive in the free 
“common market ” of the Coal-Steel community. 

The far-reaching implications of these price disparities are now being 
recognized in official circles, and in recent weeks one commission after another 
has been investigating the causes in different industries. These bodies have 
listed in their findings an amazing assortment of reasons of varying degree 
of economic validity. They include the high level of taxation and its relatively 
heavy incidence on the larger and more efficient firms (which are less able to 
conceal their true tax liability), heavy social charges that increase wages by 
up to 50 per cent., the forty-hour week, the equality of pay between men 
and women in the Government service, dear money, the multiplicity of small 
and inefficient units in industry and agriculture, the swollen distributive 
system, the prevalence of price rings and other restrictive arrangements in 
industry and commerce, and the protection that France’s relatively high 
tariff, now supplemented by years of direct import restriction, affords to both 
agriculture and industry. In fact, of course, the true influences are limited 
to the last group; it is not easy to see how dear money or equal pay can have 
contributed to the high and rigid price structure, nor to believe that French 
taxation is, on a relative basis, high. Yet it is probably true that the belief 
that their economic troubles are due to this mixed bag of hindrances is 
genuinely held by most Frenchmen—and not least by Ministers and officials. 

This was demonstrated by the nature of the Government’s recent economic 
programme and the reasons given by Ministers for its adoption. This pro- 
gramme announced by the Finance Minister, M. Faure, in February, sheds a 
revealing light upon the official French attitude to the problems of under- 
employment, an excessively high price level and balance of payments diffi- 
culties. The textbook means of easing these burdens, devaluation, is now 
hardly even considered as a step to be taken voluntarily. For whatever 
the theoretical advantages of devaluation, its repeated-use has stigmatized it 
in France as the signal of failure and default, and possibly the precursor of 
a series of further downward movements of the franc. Moreover, the French 
economy has been moulded by years of inflation into a veritable straight- 
jacket of rigidity; by long tradition the effect of a change in the external 
value of the currency has immediate repercussions on wages and internal 
prices. Devaluation is no remedy unless it takes place in-the framework of at 
least limited flexibility and unless it is clearly seen as a once-for-all measure 
—which it might still be in France, even at this late hour, given a whole- 
hearted programme of economic reform designed to strengthen the economy 
at all its weak points. 

No such far-reaching reforms have been proposed. M. Faure’s programme 
seeks to achieve an increase of 10 per cent. in industrial production within 
eighteen months, chiefly through stimulating investment. To this end, the 
plan proposed easier investment credits and more lenient provisions for depre- 
dation allowances; and it was accompanied by a reduction—the second in six 
months—in the discount rate of the Bank of France, from 34 to 3} per cent. 
_ One practical step that the Government has taken to stimulate private 
mvestment is the encouragement of medium-term credits by permitting 
rediscounting of certain medium-term paper with the Bank of France. Certain 
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special institutions have been authorized to make, with this privilege, direct 
medium-term loans to all sections of industry; other credits have been granted 
directly by the banks. The total of such credits granted has almost doubled 
in the past two years. Well over one-half of these credits have been dis- 
counted with the Bank of France; these discounts now amount to over one- 
third of its bill portfolio. 

The Government hopes that the cheaper credit facilities and a rise in pro- 
duction will permit the planned reflation to take place without any increase 
in prices. There might be more possibility of such a development if the plan 
envisaged a more ambitious approach to liberalization of imports; for it 
has been emphasized from many weighty sources—including the Commission 
des Comptes et des Budgets, headed by M. Mendés-France—that competition 
must begin from the outside. As it is, what concessions are proposed are 
accompanied by cautious reservations—including recommendations for tem- 
porary employment of higher tariffs and a special fund to finance the change- 
over of hard-hit enterprises into new lines of production. Furthermore, 
an extension of export subsidies to agriculture is contemplated in addition to 
a direct Government grant; agriculture has hitherto been excluded from 
the tax-reliefs and other privileges enjoyed by industrial exporters. More- 
over, although the Government has outwardly set its face against any general 
increase in wages, it was compelled when the plan was announced to impose 
by decree an increase of up to 15 per cent. on the lowest wage rates, affecting 
well over a million workers. This step was accompanied by a renewed “ stop ” 
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on all but agricultural prices; but past experience has shown how little trust 
can be placed in this type of price control. Prices have indeed held fairly 
steady during the past few months; but then no reflation of note has yet 
taken place. 

It may be noted here that there is considerable confusion of thinking about 
the part to be played by price movements in a reflation. The need to make 
French prices competitive with world prices obscures the fact that investment 
can be stimulated only through permitting prices to rise relative to wages, or 
at least to rise in step with wages. At first sight it may appear that increased 
investment is accordingly incompatible with an alignment of French to world 
market prices; but such an alignment of prices involves a reduction in their 
rigidity rather than their absolute level. If prices are held down so that 
the level of real wages is permitted to rise then the increase in production 
engendered by reflation will be swallowed up in increased consumption, leaving 
little or no additional resources available for increased investment. 

This could admittedly be avoided if the increased personal incomes were 
not spent but saved; but the experience of more than a generation of inflation 
has made Frenchmen extremely reluctant to save at all, and still more reluctant 
to place what savings they do make at the disposal of the capital market. 
The prevalence of hoarding, mainly in the form of private gold holdings, does 
indeed account for the seeming paradox presented by the French economy of 
considerable slack—implying a shortfall of demand, or excessive saving—side 
by side with continuously high interest rates. The rate on long-term Govern- 
ment bonds is still close to 5$ per cent. in France, and even the nationalized 
industries have to reckon to borrow at terms up to 5? per cent. 


OBSTACLES TO REFLATION 


The adoption of a reflationary policy by a French Government therefore 
presents a number of special difficulties—that is quite apart from the difficulty, 
ever-present in an economy with a rigid cost-structure, of achieving an internal 
expansion without weakening the external payments account. In theory, 
of course, it is always possible for the Government to circumnavigate the 
institutional barriers in the way of harnessing the country’s real savings 
to productive use by simply undertaking the necessary investment itself— 
paying no regard to the level of rates on the (imperfect) capital market and 
if needs be financing its investment from newly-created money. The direct 
inflationary effect of a given volume of investment is, after all, the same in 
whichever way it is financed. But the psychological and institutional obstacles 
that exist in France to any policy of this kind are formidable. 

The likely reaction to any hint of “ unorthodox ” finance of that kind is 
suggested by the public’s customary pre-occupation with the question whether 
a budget deficit is financed by public loans or by advances from the Bank of 
France—despite the fact that in conditions of the present degree of Govern- 
ment intervention in the capital market both methods may have precisely the 
same economic effects. This pre-occupation has, moreover, been equally 
marked in the past two years when the budget deficit has plainly had the 
eflect of expanding production rather than intensifying inflation; it is indeed 
true that unorthodox methods of finance may have important psychological 
effects. These considerations explain why the Government is forced to con- 
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tinue its hitherto fruitless efforts to bring down the long-term rate of interest 
through reducing the Bank rate and granting special facilities for investment 
credits. They should also be a reason for its seeking to ensure that new 
investment that might be encouraged by its reflation is not elbowed out of 
the way because the business of catering for the consumer has been made 
more lucrative by a premature increase in real purchasing power. 

France is clearly suffering still more than other countries from an ever- 
growing rigidity in its economy. It is this that accounts for the singularly 
comprehensive collection of economic ills that it manages to combine at one 
time; and this rigidity, too, makes any fundamental move at all a hazardous 
—and therefore unattempted—venture. Each of the temporary palliatives 
that have been adopted to protect the economy from the consequences of its 
underlying weakness has by now more or less spent what force it ever had. 
Export subsidies cannot keep pace with the growing uncompetitiveness of 
French exports, nor can import restrictions appear to check the voracious 
appetite for imports. And the rigid price structure that these measures help 
to maintain prevents the adoption of the more effective, if more orthodox, 
remedies for France’s dual problem of external deficit and lagging production. 
The best hope for France is that its Government does in fact succumb to the 
pressure of its European partners to open the door wider to foreign competition 
and then, by force of sheer necessity, abandons the artificial props that have 
kept the French economy cushioned, uncompetitive and under-employed for 
too long beyond the eleventh hour. Then and only then will France be able 
to afford its reflation. 
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Changing Trends in American Banking 


HE trends in commercial banking in the United States, though docu- 
"[ mentea by voluminous statistics, are always much more difficult to 

analyse and then to display in conveniently generalized form than are 
the trends in British banking. This greater difficulty arises principally from 
the huge differences of structure between America’s “ unit ’’ system of mainly 
localized banks and Britain’s system of branch networks operated by nation- 
wide institutions. A system consisting almost wholly of a small number of 
large banks tends naturally to uniformity, whereas America’s banks still 
present a great variety. Moreover, the wide variations in regional condition 
within the United States tend to be fully reflected in the figures of the banks 
individually (or when grouped by regions), whereas in English bank figures 
the much less significant variations are largely concealed. 

It follows from these and other differences that the largest banks—which 
are the only ones whose figures can be presented individually in anything 
short of a major survey of American banking—are far less typical of the 
banking structure as a whole than is true in Britain. At the end of 1953 
there were some 14,000 commercial banks operating in the United States, com- 
pared with ten English and seven Scottish deposit banks operating in England, 
Wales and Scotland. Of these American banks, eighteen each had deposits 
exceeding a billion dollars, as the accompanying tables show; yet the aggre- 
gate deposits of these “ billionaire’ banks account for only just over one- 
quarter of the deposits of all American banks, whereas the “ Big Seven ”’ 
account for some five-sixths of total deposits in Britain. In British banking, 
the disposition of assets of any one of the large banks is broadly typical of 
the system as a whole; but in America, as the tables show, even the giant 
banks exhibit considerable and significant differences in the composition of 
assets—both in the form that the earning assets take and in the proportion 
that they bear to capital funds. 

The number and multiformity of practice of the American banks, which 
is large even in relation to the size and spread of the country, is in part a 
direct result of statutory regulations. All states maintain some degree of 
legal restriction on the spread of activity of the banks. - At the one extreme 
[llinois banking law restricts banks to one office only, and at the other 
California permits branch-banking throughout the state. In New York 
State banks are permitted to maintain branches only within a city’s 
boundaries—a limitation that has borne particularly heavily upon the 
activities of the New York banks as the opportunities for profitable business 
have grown in the outskirts beyond city limits. New York banks have, 
however, been foremost in taking advantage of the freedom from restriction 
enjoyed by all American banks in establishing branches overseas. The 
National City Bank of New York outstrips all its rivals by maintaining 57 
Overseas branches, which account for the equivalent of almost a billion 
dollars of deposits, or about 18 per cent. of the bank’s total funds, But New 
York, despite its pre-eminence in overseas business, has gradually been losing 
some of its former dominance in the country’s banking structure; and indeed, 
this tendency has applied to the north-east region as a whole. Between 
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the end of 1940 and 1954 the average increase in aggregate deposits of the 
thirty leading American banks was 175 per cent.; only one New York bank 
—the Manufacturers Trust Company—succeeded in increasing its deposits 
by this proportion. The proportion of total deposits held by New York 
banks dropped from 36.8 per cent. in 1940 to 25.4 per cent. in 1953. 

This trend is in part due to the restrictiveness of New York State law by 
comparison with that of, say, California; and it is also clearly some reflection 
of the westward and southward shift of industry that is continually taking 
place. But a less widely recognized factor that has also contributed to the 
regional shift in American banking is the geographical discrimination involved 
in the traditional regional pattern of the minimum reserve ratios that are 
obligatory upon member-banks of the Federal Reserve system. Banks in 
central reserve cities—New York and Chicago—have always been required to 
maintain higher reserve ratios on demand deposits than those in “ reserve 
cities ’’, and these banks in turn have to maintain higher ratios than those 
in so-called ‘country ’’ districts—which include the banking districts of 
Pittsburgh and Los Angeles, in each of which is located one of the billion- 
dollar banks, as the accompanying tables show. The general reduction in reserve 
ratios made by the system in July of last year did reduce the disparity between 
central reserve city and reserve city banks from four to three points (the 
new ratios for the three groups were 22, Ig and 13 per cent.); but even this 
degree of discrimination is based, as an illuminating paper by M. A. Schapiro 
has recently pointed out,* on a classification that is outmoded. 

The differential reserve requirements maintained by the “ Fed” stem 
from the correspondent bank system that developed in the United States in 
the last century. Banks in outlying districts built up balances with banks 
in cities where bank notes and specie accumulated; and the National Bank 
Act of 1863 formalized the system by introducing the differential reserve 
requirements, which were taken over by the Federal Reserve system set up 
in 1913. These differentials were from the very beginning imposed on banks 
within the specified areas quite irrespective of the size of the balances of 
other banks that were actually held. This classification has tended to impose 
an undue restriction on the expansion of the New York banks now that the 
Federal Reserve holds most of the banks’ cash reserves and now that inter- 
bank balances have become more widely spread throughout the banking 
system. Irom mid-1940 to mid-1953 the proportion of inter-bank balances 
held by New York banks fell from 42.7 to 27.2 per cent. 

Ever since it received authority to vary the minimum ratios, the “ Fed” 
has always regarded the reserve requirement system as a key instrument in 
its armoury of credit control. But this and other requirements of the system 
have long been under attack. In 1948 representatives of the Federal Reserve 
itself proposed the amendment of the Federal Reserve Act to eliminate geo- 
graphical differentials in reserve requirements, to establish separate ratios for 
inter-bank deposits and for other demand deposits, and to permit vault cash 
to be counted as part of required reserves. As a pamphlet published by 
the Federal Reserve Bank of New York? recalls, much the same recom- 








* Trend of Bank Deposits, 1940-1953, bv Morris A. Schapiro & Co., Inc., 1 Wall Street, New 
York 5. January, 1954. 
+ Bank Reserves, Federal Reserve Bank of New York, March, 1951. 
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mendations had been made by other bodies as long ago as 1921 and rogrog. 
It is to be hoped that in any further general reduction of reserve requirements 
that it may make as part of its anti-recession policy, the “‘ Fed ”’ will take the 
opportunity to reduce the regional differentials. 

The trends in the main items in the balance sheets of the “ billion dollar 
banks *’ over the past three years are indicated in Tables I and II, which also 
give the Federal Reserve Bulletin’s calculation of the corresponding figure for 
all the 14,000 commercial banks. To facilitate comparisons, the several 
major categories of assets are in each case shown as ratios of deposits, and 


not as absolute figures. 
TABLE [ 
DEPOSITS AND CASH RATIOS, 
(Millions of U.S. Dollars) 


Gross DFPposiITs 
% Change °%, Change | 


1951-53 * 


CASH AS % OF 


Dec. 31, since since | DEPOSITS 

1953 1952 1951 | 1951 1952 1953 

Bank of America, San Franciscot 7.744 + 3.5 + 13.6 | 17.4 19.7 20.1 
National Citv{ sk . 5,037 — 1.4 io { 23.4 30.5 26.9 
Chase National .. 5,c62 —- 3.5 - 5.79 | ot MOH me 
Manufacturers Trust 2,699 - 1.0 + 5.0 | 34.0 36.4 32.7 
First National, Chicago 2,621 L o.5 + 5.8 | 28.4 28.5 26.0 
Continental Illinois, Chicago 2,537 - 1.3 r 22 i BoP 62S 6A 
Guaranty Trust 2,521 - 4.0 6.6 | 32.0 26.6 26.9 
Bankers Trust a .. 1,903 o rg | 35-1 26.1 27.9 
Security-First Nation: ul, L os Angelest 1,875 0.6 - 2.0 | 28.7 22.3 20.9 
Chemical oa 1,816 — 3.5 2.3 | 2.8 se ss 
National Bank of Detroit 1,700 + 3.8 15.6 | 26.3 27.6 26.0 
Hanover 1,657 — 1.2 O46 | 32.4 23:55 20,3 
Mellon National, P ittsburgh 1,580 - 4.8 6.4 | 27.9 26.8 #£25.0 
First National, Boston§. . 1,530 + 1.0 2.7 | 31.0 29.0 30.1 
Irving Trust nia 1,324 r 4.7 + 6.6 | 31.7 26.8 29.9 
Bank of Manhattan 1,299 + 2.3 3-6 | 34.8 33.6 30.7 
Cleveland Trust, Cleveland 1,278 + 2.8 7-0 | 20.6 18.1 20.0 
American Trust, San Franciscot 1,198 + 2.4 9.4 | 23.5 23.3 20.9 
Total, Eighteen Banks 45,991 - 0.2 3.8 | 27.5 26.8 26.3 

' 
Total, All Commercial Banks .. 175,140 + 1.3 6.2 | 27.1 25.8 24.7 


* All banks with gross deposits over $1,000 idillens on December 31, 1953, 
Italics indicate banks with head offices outside New York City. 


t Californian banks operate throughout the State. 


; Figures include deposits of City Bank Farmers Trust Company. 


§ Figures include deposits of Old Colony Trust Company. 


The first point that will strike the British observer of these 
they are almost the very reverse of those in Britain in the 


slowly still in 1953; 


listed separately. 


trends is that 
same period. 
Deposits in the United States rose more slowly in 1952 than in 1951 and more 


whereas in Britain, 1953 witnessed a larger increase in 


deposits than the previous year, which in turn reversed the decline of 1951. 


Again, “‘ loans’ 
II per cent. ; 


last year they expanded by only 61 per cent. 
: ; J “ y Og Pp 


in the United States rose most in 1952—by more than 
In Britain, by 





contrast, 1952 was the year of greatest decline in bank advances; the decline 
then was more than four times as great as that of 1953. The movement in 
holdings of government securities in the United States has followed a less 
definite pattern. The banks had made considerable sales of securities in the 
period of rising interest rates that followed the “‘ accord ’’ between the “‘ Fed ”’ 
and the Treasury in early 1951 (the effect of which was to unpeg the market 
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for government stock); and there was a recurrence and even intensification 
of selling in the stringent credit conditions of the first few months of last 
year; but the pressure abated rapidly after the “ Fed” swung into open 
market purchases and reduced the reserve requirements. On balance, the 
banks as a whole slightly added to their investment portfolios during the year, 

The contrast in the credit experience of Britain and the United States is 
largely explained by the difference—in many cases simply one in timing—in 
internal and external economic trends. In Britain 1952 was a year of slack 
economic activity and falling stocks (so that advances to industry fell con- 
siderably) and a substantial external surplus (so that deposits were inflated 
by heavy lending to the Government); 1953, on the other hand, was a year 
of revival in the domestic economy, but as there was some slackening in the 
rate of external surplus, the domestic revival did not provoke a _ propor- 





TABLE II 
RATIOS OF MAIN “EARNING” ASSETS, 1951-53 
Government Securities Loans and Discounts 
as °% of Deposits as % of Deposits 
I95I 1952 1953 1951 1952 1953 
Bank of America, San Francisco .. we 25 21 22 53 54 54 
National City - sa xs - 30 26 29 | 38 40 42 
Chase National rr a in ao 2 20 18 | 42 48 47 
Manufacturers Trust. . in ‘a he 33 30 31 | 32 32 34 
First National, Chicago - - a” 28 2 31 40 47 45 
Continental Illinois, Chicago - bia 48 50 44 25 30 31 
Guaranty Trust . es ‘4 wa 26 27 29 | 51 60 56 
Bankers Trust 7m Ka ‘a ee 21 26 26 | 48 53 52 
Security-First National, Los Angeles — 52 53 53 | 29 29 29 
Chemical sal - 8 “a “ 29 20 25 | 40 44 43 
National Bank of Detroit .. - - 48 44 47 20 20 21 
Hanover a” 5 3 7 ea ia 30 31 35 | 360 41 43 
Mellon National, Pittsburgh - 2 35 34 35 | 37 40 41 
First National, Boston - + “ 31 28 30 | 44 48 45 
Irving Trust .. “ ko - a 26 28 28 47 50 46 
Bank of Manhattan .. - 7” ve 2 25 25 | 45 46 48 
Cleveland Trust, Cleveland .. sis i 39 39 36 | 34 38 39 
American Trust, San Francisco a - 29 31 31 | 46 45 47 
Total, Eighteen Banks is wk 30.6 29.0 29.5 41.1 44.0 44.0 
Total, All Commercial Banks — 37.3 36.6 36.3 | 35.0 37.1 39.0 


tionate expansion of deposits. In the United States, in contrast, 1952 was 
the year of booming economic activity and 1953 that in which the production 
began to fall—and, an important influence on deposits, the externe] surplus 
began to decline to such an extent that sales of gold and accumulation of 
foreign balances reached considerable proportions. 


sk 


The tables show that the distribution of assets varies strikingly from one 
large bank to another, and also between these banks as a group and the 
commercial banks as a whole. The relationship between holdings of govern- 
ment securities and loans and discounts to deposits is particularly irregular. 
In the period following the “ accord’, the largest of the billion-dollar banks 
cut down their security portfolios in relation to their deposits by more than 
the average; and these banks also took steps to lessen their vulnerability to 
the new danger of depreciation of market values by shortening the lives of 
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their portfolios. In 1953, however, the firmer trend of the bond market in 
the second half of the year and the need to increase interest earnings caused 
a number of the large banks to switch into somewhat longer-dated securities. 
The average life of portfolios varied fairly widely from bank to bank but was 
generally between two and four years (to latest maturity date). Despite 
their slight recovery in 1953, however, ratios of the security portfolios to 
deposits remained considerably smaller in the larger of the billion-dollar 
banks than in the group as a whole, for which the average ratio of govern- 
ment securities to deposits (at 29.5 per cent.) was still well below the average 
ratio for all commercial banks. 

Despite the upturn of security prices and the slackening of demand for 
loans in the second half of 1953, most of the banks seem to have enjoyed, 
over the year as a whole, an increase in the average yield from their invest- 
ments and loans. The strong upward movement in yields on government 


TABLE III 
RISK ASSETS AND CAPITAL, DECEMBER 31, 1953 
Capital Risk Capital Funds as 
Funds* _ Assetst °%% of Risk Assets 


$ mn. § mn. 
Bank of America, San Francisco a si Ra 441.4 5,274.8 8.4 
National City... 7 “A ia “a sa 424.8 3,056.7 13.9 
Chase National .. os me - ni - 382.3 3,157-3 I2.1 
Manufacturers Trust... -s ~ rv ” 179.7 1,217.9 14.8 
First National, Chicago .. oe . - - 194.0 1,355-8 14.3 
Continental Illinois, Chicago .. _ rr — 226.0 963.9 23.4 
Guaranty Trust .. Se “7 es “a ot 390.9 1,551.1 25.2 
Bankers Trust .. - Si oe 179.8 I,c96.4 16.4 
Security-First National, ‘Los Angeles a - ou 124.0 627.2 19.8 
Chemical . - ou wa wa 136.2 962.8 14.1 
National Bank of Detroit a os 7 é. 92.9 565.6 16.4 
Hanover .. es ‘ i as 146.2 785.7 18.6 
Mellon National, Pittsburgh od - - “4 228.9 881.2 26.0 
First National, Posto .. - va - a 151.2 820.4 18.4 
Irving Trust ne - we os a 822.5 718.5 17.0 
Bank of Manhattan , - as ma os 94.8 712.4 33.3 
Cleveland Trust, C ‘leveland 7 - ex oT 70.1 645.5 11.8 
American Trust, San Francisco , 7 68.4 658.6 10.4 


*Includes all known reserves.  f Total assets less cash and U.S. Government securities. 


bonds that began in the middle of 1952 carried the average yield for 1953 well 
above that for 1952—so that the banks would have inCreased their average 
earnings even without any lengthening of investment average life. The 
average yields of the larger banks on investments (consisting mainly of U.S. 
government securities) rose from around 1.6-1.7 per cent. in 1952 to 1.8-2.0 
per cent. in 1953. Yields on loans rose by a broadly similar proportion. 
The actual rates charged appear to have varied appreciably from bank to 
bank; the average rates for 1953 were, for the larger banks at least, around 
3.4-3.7 per cent. It will be interesting to see if these already relatively low 
tates—which are, however, well above the yields that were obtainable in the 
immediate post-war period—could be maintained if the ‘‘ Fed ’’ intensified its 
cheap money policy, and if the demand for bank accommodation continued 
to decline. 

American bankers traditionally place great importance on the ratio of 
capital resources to deposits, and in particular to risk assets. Before the war 
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the minimum deposit ratio was generally accepted as 10 per cent.; but in 
1942 all deterrents in the way of increased holdings of government securities 
were removed in order to facilitate the finance of the war. A new measure of 
‘capital adequacy '' was evolved—that total assets other than government 
securities and cash should not exceed 20 per cent. of deposits. Now that the 
peg has been removed from government securities there seems little justi- 
fication, however, for classifying these assets as “ riskless’’; and it was 
always argued that certain guaranteed loans and government-guaranteed 
mortgages were less risky than the so-called riskless government securities. 

Accordingly, a new yardstick has been produced whereby banks are considered 
to be under-capitalized if their ‘‘ secondary risk assets ’’—that is their loans 
other than the “ riskless "’ category mentioned above—exceed by more than 
six times their capital funds. For British bankers this type of discussion 
may appear to relate more to past than to present banking conditions; and it 
is indeed uncertain to what extent American bankers to-day take heed of 
these considerations in practice. Table III demonstrates that the ratios of 
capital funds to risk assets—at least on the “old ”’ basis of computation— 
varied very considerably indeed amongst the eighteen banks—in part as a 
result of the differential reserve requirements discussed above. It should be 
noted that the figures in the table include in the capital funds all known free 
reserves; “risk assets’ are taken as total assets less cash and government 


securities. 














‘What should | do with this money?” 
“Invest it in a Building Society.” 
“Which one do you suggest?” 

‘| would recommend the Westbourne 
Park, because it has been established for 
68 years, and is in a strong financial 
position. 

Shares yield 2;%, Income tax paid by 
the Society, withdrawals are easy and 
there are no initial expenses.” 
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BUILDING SOCIETY 
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ASSETS £22,300,000 RESERVES £1,580,000 — 
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Welsh Industry Takes Stock 
By E. Victor Morgan 


HE past twelve months have been a testing time for the new-style Welsh 
"| economy that has developed during and since the war. The year 1953 

opened inauspiciously. Some of the consumer goods industries were still 
suffering from the effects of a mild recession; a sudden glut in the market for 
tinplate was leading to the closure of a number of mills; and several major 
construction projects which had employed a large number of men for several 
years were nearing completion. It would not have been surprising if the 
resulting readjustments had been distinctly painful, and it is gratifying indeed 
that they have taken place as smoothly as they have. 

Unemployment remained a problem during 1953, though in many ways 
less so than in previous years. Largely on account of the troubles of the 
tinplate industry, the number of unemployed failed to show its usual seasonal 
reduction in the spring; by May unemployment exceeded 28,000 (including. 
those ‘‘ temporarily stopped ’’). The figure was reduced to 23,000 by July, 
but seasonal influences raised it to 29,000 again in January, 1954. This was, 
however, the lowest January figure for the past four years. A pleasing feature 
was that the displaced workers in the tinplate industry were re-absorbed with 
comparative ease. The closures of old mills in the spring of 1953 made nearly 
5,000 workers redundant. In May there were nearly 3,000 unemployed in 
the industry (including the “ temporarily stopped ’’), but by July there were 
only 1,100 and by the end of the year only just over 300. By then the un- 
employment was confined to certain grades only; in others there was again 
an excessive demand for labour. So long as the general level of activity in 
the region is maintained, the problem of unemployment in the tinplate 
industry itself may well be less formidable than has often been assumed. | 

A darker aspect of the employment situation is the plight of the disabled, 
to which reference has been made in earlier articles.* There are over 6,000 
registered disabled persons (and a considerable though unknown number who 
have not registered); many of them are victims of dust diseases in mines and 
slate quarries. Some progress was made during the year in placing these 
men in employment, but over 4,000 of them are still among the unemployed. 
Another disturbing feature is the persistence of small localized pockets of 
unemployment, often in isolated places, including parts of Anglesey and 
North Wales. For these reasons the proportion of unemployment in Wales 
is, at 3.1 per cent. of the insured population (January, 1954), still higher than 
that of any other region except Scotland. Apart from these special features, 
however, the balance between supply and demand for various types of labour 
is perhaps healthier than it has been since the war, with both acute shortages 
of special types of labour and general unemployment absent. 

Steel and tinplate are the major manufacturing industries of the Princi- 
pality, and they suffered the greatest vicissitudes during the year. South 
Wales is the largest single steel-producing area in the United Kingdom. It 








* See especially ‘‘ Industrial Development in Wales”’, THE BANKER, April, 1951.—Ep. 
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is responsible for about 23 per cent. of the total output of crude steel, about 
60 per cent. of the steel sheets and no less than gg per cent. of the tinplate. 
In 1952 both the sheet steel and tinplate sections of the steel industry 
experienced their best post-war year. The output of sheets continued to 
expand in 1953, but tinplate suffered a sharp setback. Home consumers 
drew on stocks piled up in what they regarded as a rising market, and exports 
were hit by import restrictions imposed by Australia and a number of other 
countries suffering from balance of payments difficulties. Inevitably, it was the 
old pack mills that had to bear the brunt of the recession. For the very high 
overhead costs of the strip mills make it economical for them to be worked to 
capacity whenever possible; and their product is in any case preferred by 
customers for its greater uniformity—an important quality for high speed 
mechanical working. At the beginning of 1953 there were about 180 pack 
mills in operation; by June the number had been reduced to 97. The market 
improved during the summer and autumn so that by the end of the year 
sixteen mills had been re-opened—and a few more might have been operating 
but for the difficulty of recovering key workers. Output for the year is pro- 
visionally estimated at about 750,000 tons, against 890,000 tons in 1952. 

The outlook for the tinplate industry for the immediate future is fairly 
healthy; though in the longer term sterner competition than has been faced 
in recent years may be expected. Australia, the biggest single export market, 
will have a large plant coming into operation next year and other countries 
that have previously imported all their tinplate are entering the industry. 
Competition in the very homogeneous strip mill product will hinge mainly 
on price; and the British industry does at present enjoy a small price advan- 
tage. Another encouraging aspect of the longer-term prospect is that world 
demand is increasing rapidly and there is no reason to believe that the end 
of this expansion is in sight. 

Very large development projects are still going on in both tinplate and in 
other sections of the steel industry. Construction of a cold reduction plant 
similar to that at Trostre is in hand at Velindre (near Swansea), though work 
is at present proceeding rather more slowly than had been expected. Big 
new developments at Margam include a fourth blast furnace, four new steel 
furnaces, and extensions to coke-ovens, sintering plant and rolling mills. A 
new five-stand tinplate mill is under construction at Ebbw Vale, and further 
extensions are being made to the plants of Guest, Keen and Nettlefold at 
Cardiff and of John Summers & Sons at Shotton, in Flintshire. 








CONTRASTS IN COAL 


The story of development in the coal industry is a very complex and only 
imperfectly known one. The South Wales field probably offers more variety 
in types of coal, in geological conditions and in technical and economic 
problems than any other coalfield in Britain. Yet the report of the National 
Coal Board for 1952 (the latest available) devotes to it less than two pages. 
The annual ‘‘ Government action ’’ White Paper (prepared on the basis of a 
conference of heads of Government offices in Wales) does little more than 
provide a re-hash of the report, with the addition of a few meagre produc- 
tivity figures. This paucity of information contrasts sharply with the very 
full reports issued by the area gas and electricity boards, even though their 
problems are, in many respects, simpler than those of the coal industry. 
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On a superficial examination of the available statistics, the record of the 
South Wales coal industry appears poor. The size of the labour force has 
increased slightly over the past two years, but output per man-shift has 
fallen a little in spite of much new investment. Productivity is the lowest 
in any division in the country and cost per ton of saleable coal the highest. 
Although the very heavy financial losses of earlier years have been much 
reduced (through the increase in the price of coal) the coalfield is still a long 
way from covering its full costs and earning a reasonable rate of return on 
the large sums being invested in it. 

This is, however, only one side of the picture—albeit the one most easily 
exposed to the public eye. It has to be remembered also that the output 
per man-shift has failed to rise in other regions, too; that the low productivity 
and high costs of the South Wales field are largely due to geological factors; 
that most of the coal is of very high quality; and that proximity to large 
consumers and to the ports means that high costs of production are mitigated 
by low costs of transport. 

Moreover, the only figures regularly published are averages—for the whole 
coalfield for productivity and for each of the seven administrative areas for 
costs, selling prices, and profit or loss. These averages conceal very wide 
divergences, both in absolute figures and in trends. Inold pits nearing the end 
of their life productivity is low and falling, and costs high and rising—for 
the obvious reasons. On the other hand, there are pits where great technical 
improvements have been made and where very large gains in productivity 
have accrued. For example, it has recently been disclosed that the reorganiza- 
tion of the Ffaldau colliery in the Maesteg area (at a cost of just over £500,000) 
raised productivity from 10 cwts. to 32 cwts. per man-shift. Unfortunately, 
it is only isolated examples at both extremes that are made known, so that a 
general impression is difficult to form. 

The decisions to be taken with regard to the two classes of pit are quite 
different. The old and ailing class is doomed to extinction, and the only 
question is how long it is worth while to let them continue in operation. This 
should be decided by their ability to cover their operating costs; for the old 
pits should not, of course, be expected to earn anything to provide for capital 
charges, since such capital as they have left is worthless in any other use. 
Where new investment is being undertaken, on the other hand, it should 
effect a saving in other costs at least sufficient to provide-for reasonable depre- 
ciation and interest charges. The lumping of the two classes of pit together 
in an average is thus quite misleading for the consideration of policy questions. 

In the gas and electricity industries, further substantial progress has been 
made in the investment programmes. The first electricity generators are in 
operation at both the Uskmouth and Carmarthen Bay power stations; and it 
is estimated that industrial consumption of electricity in Wales is now 40 
per cent. higher than it was in 1948. In the oil industry, the original pro- 
gramme of National Oil Refineries at Llandarcy is complete, and development 
is proceeding of further extensions not included in the original plan. The 
tefinery is now running at a throughput of about 4,000,000 tons a year. 

The oil traffic has brought great activity to Swansea docks, and Port Talbot 
has benefited from large imports of iron ore for the Margam blast furnaces. 
The eastern ports are, however, still suffering from the lack of any bulk traffic to 
teplace their sadly diminished coal exports. There has been a significant 
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increase in general cargo traffic during the year, aided by improved liner 
services and by the removal of certain anomalies in the system of handling 
charges at the ports. 

It is generally recognized, however, that any major improvement at the 
ports is dependent on an improvement in inland communications, and especially 
in roads, both within South Wales and with the Midlands. This is a need of 
long standing, which the past year has alleviated only very slightly. A start 
has been made on improvements to the Neath-Llanelly road, and the River 
Neath bridge is pursuing its leisurely course towards completion; it is not 
expected to be open until next year. Plans have been authorized for sub- 
sidiary roads from the bridge to the Swansea docks and to the Neath-Llanelly 
road (giving direct access from Margam to Trostre and Velindre). A number 
of other projects have recently been authorized; but “‘ authorization ”’ is a 
technical term that has a very elastic relationship with actual construction. 
The Minister for Welsh Affairs, Sir David Maxwell Fyfe, confessed in the 
House of Commons that work might not even start on some of these projects 
for as much as three years. At the same time he announced that the much- 
discussed Severn Bridge must be regarded as “‘ a long way ahead”’. This has 
aroused considerable feeling, giving rise to a vigorous campaign by business 
interests in Wales and South-Western England to expedite the project. It 
would be encouraging at least to feel certain that planning had been advanced 
to a stage where work could begin quickly when the general economic position 


of the country permits. 


PROBLEMS OF ‘‘ NEW” INDUSTRIES 


There have been no major changes during the year in the pattern of light 
industries that was set up in Wales after the war (and discussed at some 
length in earlier articles). This period of comparative stability has given the 
country chance to take stock of recent developments and to evaluate their 
results. On the credit side, the new industries have certainly provided much- 
needed diversity of employment and have reduced the vulnerability of the 
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region to a depression in one of the basic industries. The experience of tin- 
plate, already described, is a striking example of these benefits. New firms 
have also shown more stability and better resistance to fluctuations in the 
demand for their product than was sometimes feared, though they have as 
yet, of course, been faced with only a very mild recession. The industries have 
provided a large number of jobs for women and girls and have thus brought 
about something of a social revolution in South Wales; opinions might differ 
about some aspects of this change, but at least domestic servants are no longer 
one of our major exports. 

On the other side, it has been pointed out that many of the new enterprises 
are branch factories of firms having their headquarters elsewhere, and that 
this may lead to instability—since the first step for a firm in any curtailment 
of operations would naturally seem to be to close the branch factory. There 
have indeed been instances of this—but there have also been cases of firms 
having opened a branch factory and then, when it proved successful, trans- 
ferring their headquarters to Wales. A more important aspect of branch 
factories is that they tend to have much of their higher administration, 
research and long-range planning done from headquarters, thus accentuating 
the relative shortage of technical and administrative posts available in Wales. 
This shortage has been exposed in an enquiry undertaken by a research team 
of the University College of Swansea, under the direction of Mr. T. Brennan. 
The enquiry showed that the shortage cannot be attributed solely to the 
predominance of coal and steel (which industries always have a low proportion 
of technical and administrative posts). The proportion of skilled artisans to 
semi-skilled machinists and unskilled labour tends to be low also in the new 
industries. 

The time has clearly passed when it was desirable to attract new industry 
indiscriminately to Wales on the simple ground that any job is better than 
none. In so far as special inducements continue to be offered, they should 
be selective both as to location and type of industry. As regards location, 
attention 1s now being concentrated on South-West Wales in the light of the 
problem of redundancy in the tinplate industry. A committee, under the 
chairmanship of Lord Lloyd, is advising the Government on the suitability 
of this area, though apparently it is not to produce any report for publication. 
It is this area that will chiefly benefit from the projected improvements in roads. 

As regards the suitable type of industries, it seems natural to look for those 
using the products of the local “‘ basic ”’ industries, and also those employing 
a high proportion of artisan, technical and administrative workers. The 
manufacture of most forms of capital goods ranks high on both these counts, 
and the extension of the Welsh capital goods industries has recently been 
advocated by several prominent people. But the successful establishment of 
such industries requires much more than merely a supply of raw materials. 
These industries have usually grown up gradually in the midst of a large 
industrial complex, which both supplies them with the many different skills 
they need and also gives them a body of customers whose needs they can get 
to know intimately through close contact. It is difficult to see a capital goods 
industry growing without both a varied craft tradition and some local demand 
for its products. In so far as the Welsh capital goods industries’ growth 
can be encouraged on natural lines, they will certainly be a source of strength; 
but it would be rash to expect them to grow any too quickly. 
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American Review 


HE past month has seen evidence of a further deepening of the business 

recession and signs of less glib official thinking in terms of “ rolling re- 

adjustment ’’. The index of industrial production fell by a further two 
points in February, to 123, bringing the aggregate decline since the July peak to 
10.2 per cent. On the criterion of the fall in production alone, the recession has 
accordingly gone as far as that of 1948-49, though the effects on employment, 
commodity prices and the world economy have as yet been substantially smaller. 
The downturn does, however, quite clearly constitute something more than an 
inventory adjustment or the minor disturbances resulting from adjustment from 
an overloaded economy. Inventories actually fell again in January, to $80.7 
billions—some $1.3 billions below the peak reached in September last. 


TURNING-POINT FOR CONSUMER DEMAND ? 

There have recently been indications that there has been some weakening in 
consumer demand—-the strength of which until now provided easily the firmest 
basis for confidence. The fall in total sales has not indeed proceeded faster 
than in recent months, and preliminary reports suggest that retail sales rose 
more than seasonally in February; but what may be more significant is that 
the volume of consumer credit outstanding dropped by 2.7 per cent. in January. 
This was the first fall since January of last year (itself limited to one-half 
per cent.). It probably reflects consumers’ reduced ability to enter into further 
commitments (average weekly earnings fell slightly in January and again 
in February) as well as possibly a break in the relatively steady buying of the past 
months. The effect of any likely sizable reduction in instalment-buying on the 
economy can be gauged from the fact that the total $28.1 billions of consumer 
credit outstanding still amounts to almost one-tenth of total personal income. 

The weakest links in the economy continue to be the durable consumer and 
producer goods industries. Steel production dropped to less than 70 per cent. 
of capacity in the second week in March; it was then estimated at 1.6 million 
tons, some 33 per cent. below its level in the equivalent week of 1953. The 
prospect for steel is closely linked with the fortunes of the automobile industry; 
car sales revived somewhat in February, but dealers’ stocks are still so large that 
production continued to fall. 

Expenditure by business men on plant and equipment in 1954 is estimated 
by the Department of Commerce and the Securities and Exchange Commission to 
reach a level of $27,230 millions, some 4 per cent. below the 1953 total. This 
would represent a smaller fall than had been widely expected. Meanwhile, building 
activity continues buoyant; expenditure on new construction rose more than 
seasonally in January and again in February. The largest increases were on 
behalf of Federal and State projects. 

A disturbing feature in February was the steep increase in unemployment. 
This was estimated at over one million, to 3.4 millions, on the old sample and at 
nearly 600,000, to 3.7 millions, on the basis of the new sample. (It should be 
noted that the increase for January, shown as still greater in the accompanying 
table, is greatly exaggerated by the change in the basis of the compilation that 
took place in that month.) Unemployment in February reached 5.8 per cent. of 
the civilian labour force; in February, 1953, the figure was 2.4 per cent. 

The stock markets continued to rise throughout February and by early March 
the composite index of equities had regained the peak reached in early 1953. The 
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yield on Government bonds had fallen to 2? per cent., its lowest level since mid- 
1952. The Treasury bill rate continued low through February and the first half 
of March, hovering around the I per cent. mark. Bank loans fell by $1.8 billions 
in January, compared with a fall of $0.3 billion in January, 1953; but they were 
still, at $66.5 billions, some $13 billions higher than a year before. 

Congress has, on the whole, endorsed the President’s view that ‘“‘ economic 
conditions do not call for an emergency programme that would justify larger 
federal deficits and further inflation through additional tax reductions at this 


cé 


American Economic Indicators 
1953 1954 


Oct. Nov. Dec. Jan. 





— 


195! 1952 1953 


Production and Business: 


Industrial production (1947-49 =100).. 120 124 134 I 32 I 30 127 125 
Gross private investment (billion $) .. 58.5 52.1 54-4 —- — 48.8 

New plant and equipment (billion $).. 25.6 26.5 28.4 — --- 28.3 — 
Construction (million $).. + -- 2,574 2,604 2,904 2,851 2,900 2,900 2,915 
Business sales (billion $) a -- 44.5 45.6 48.8 47.6 47.9 47.3 46.3 
Business stocks (billion $) en ++ 74:0 74-7 SI.1 79-0 78.4 81.0 80.7 
Merchandise exports (million $) -. 1,164 1,098 1,312 1,256 1,246 1,348 1,090 
Merchandise imports (million $) - QI4 893 906 822 849 908 837 

Employment and Wages: 
Non-farm employment (million) -» 53-9 54.4 55-3 «55-1 55-3 55-3 54-4 
Unemployment (’000s) - -. 1,879 1,673 1,524 1,162 1,400 1,850 3,087* 
Unemployment as % labour force os 3.0 2.9 2.4 1.8 2 3.0 4.9* 
Hourly earnings (mfg.) ($) en oe! See oe fy, en ee, a, a 
Weekly earnings (mfg.) ($) € ++ 64.71 67.97 71.57_ 71.73 71.60 71.96 70.92 
High 535 463 28 


Moody commodity (1931 =100) 394 405 413 410 


428) 
Low 45! 399 389 f 
7.0 


Farm products (1947-49=I100).. ». 113.4 107.0 97. 95-2 93-6 94.4 97.8 
Industrial (1947-49 =100) i ». 115.9 113.2 I14.0 114.5 114.5 114.6 114.6 
Consumers’ index (1947-49 =100) .. IIZT.O 113.5 114.4 115.4 4115.0 114.9 115.2 


Credit and Finance: 


68.3 67.1 60. 


Bank loans (billion $) a7.9 64.2 . 7.2 68.3 5 
Bank investments (billion $) 4.9 77:5 ®t 8 7:2 978.1 73.7 
Bank loans (weekly) (billion $) 23.6 23.2 23:4 233 22.2 34 2:5 
Consumer credit (billion) 2.4 25:7 28.0 25:2 26:2 26.9 # 28.3 
Treasury bill rate (%) .. 8 1.97 1.9 1.4 I.4 1.6 Ea 
U.S. Govt. Bonds rate (%) : ~. 2.897 2.087 9.286 2.8 2.8 o.3 2.9 
Money supply (billion $) - .. 189.8 200.4 205.8 201.7 203.6 205.8 203.5 
Federal cash budget (-++ or —) (mull. $) +1,244 -1,641 -6,159 —- — -4,644 —- 


Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’s 
spot commodity index shows high and low, 1951-53, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
tates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1951-53 and also quarterly for 1953. 

* New basis. +t Old series. 
time”. The House of Representatives did vote through reductions in excise 
taxes on luxury goods estimated to cost $912 millions, but it rejected a Democratic 
tax revision bill that proposed, among other things, an increase in the tax exemp- 
tion limit for personal income tax from $600 to $700; and it also cancelled the 
automatic reduction in company tax rates due to take place on April Ist. 
This confounded a number of observers who had hoped that an election year 
might have tempted Congress to vote through good Keynesian measures of deficit 
financing for very un-Keynesian reasons. 
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UNIT TRUST FORUM 


Sponsors: 





Bank Insurance Trust Corporation 


Group of Unit Trusts 
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Question No. 3 


Do Unit Trusts help Thrift 
& Sound Investment ? 


It is too early to say how much the thrifty unit-holder 
can contribute to the volume of national savings in Great 
Britain; for only recently have unit trusts in this country 
emerged from wartime restrictions on the expansion of 
their resources. 

But look across the Atlantic! In 1952 alone, in the 
U.S.A., over 5750 million was invested in unit trusts, 
much of which represented the savings of investors of 
moderate means. 

By being a party in our enterprise, you help yourself by 
laying out your savings over a well-spread group of 
shares ; you also help the country by cirecting your 
savings into productive and constructive investments. 

Thus you allow others as well as yourself to thrive 
because of your thrift. 


AN EXAMPLE OF DISTRIBUTIONS 
AND APPRECIATION OVER TEN YEARS: 








Name of Trust Units Gross distribution Offer price 
per 100 Units ten years ago & today 
° > 943/4...43. = ae 5/ 
 Scotbits’ 1 4}. 1 3 0 0 | ” =e 
1953/4...£7.1.2! 1954..... 30/702 
Offer price 26th March: 30/10} Yield: £4.11.7". 


TRUSTEES: THE ROYAL BANK OF SCOTLAND 
For full particulars of ‘‘ Scotbits ’’ and the other Units in 


the Group, including prices and yields, apply through your 
stockbroker, banker, solicitor or accountant, or direct to: 


Bank Insurance Trust Corporation 


LIMITED 
30 Cornhill, London, E.C.3 
Scottish Office: § St. Andrew Square, Edinburgh, 2 
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Australia 


MPORT controls on non-dollar goods have been further relaxed. Licences for 
|: large number of essential items will be granted without restriction provided 

the goods are imported within twelve months from April I, 1954. In addition, 
import quotas for category ‘‘ B”’ (mainly consumer) goods will be increased from 
50 to 60 per cent. of imports in 1950-5I. 

Australia has secured a third loan from the International Bank for Recon- 
struction and Development. It takes the form of a 15-year advance for $54 
millions at an interest rate of 4% per cent. Amortization is to begin in March, 
1957. The money is to be used mainly to finance the import of capital goods 
and equipment needed for agriculture and forestry, road, rail and air transport 
and electric power development. The loan brings Australia’s total borrowings 
from the World Bank to over $200 millions. 


Canada 

The Government has now published its Bill designed to strengthen its control 
over the chartered (commercial) banks. The legislation proposed would permit 
the Bank of Canada to fix the minimum ratio of cash reserves to deposits for 
individual chartered banks at between 8 and 12 per cent.; the present legal 
minimum is 5 per cent., and the banks conventionally maintain a ratio of Io per 
cent. A second provision of the Bill would strengthen the central bank’s influence 
over prices on the country’s bond markets, and a third would enable it to make 
short-term loans to the chartered banks on the security of insured mortgages 
granted to facilitate house purchase. The new Bill also defines for the first time 
the powers of the chartered banks to make loans to the oil industry, specifying 
the type of loans that may be made and the security that must be taken. 
Finaliy, it raises the minimum capital stock that must be subscribed by new 
banks from Can. $500,000 to Can. $1 million. 

The President of the Royal Bank of Canada has urged the establishment of a 
money market in Canada. He announced that in order to promote this objective 
the Royal Bank had borrowed from the Bank of Canada despite the fact that it 
was adequately supplied with liquid funds. His main point was that if the 
chartered banks became accustomed to borrowing from the central bank they 
would be more willing to purchase Treasury bills and other short-term securities 
when their liquid position turned favourable. 


France 

The Government has decided to institute a number of measures in line with 
its plan to raise the level of economic activity. Depreciation allowances for plant 
and machinery are to be increased, and profits transferred to special reserves for 
modernization of fixed assets are to be exempted from tax. The existing 50 per 
cent. exemption from the production tax on investments will also be extended. 

Under revised arrangements reached with the United States authorities direct 
American aid to France and Indo-China will total not less than $1,000 millions 
in 1954. A further $400 millions will be received from U.S. offshore orders and 
other U.S. defence expenditures in France and the French Union. The United 
States is now covering 78 per cent. of the cost of the Indo-Chinese war. 








_ * News of United States banking appears in ‘‘American Review ’’ (page 228). Brief editorial 
discussion of particular items of international banking news appears in ‘“‘A Banker’s Diary ” 
(pages 181-188 in this issue). ‘ 
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Germany 

The Budget proposals for 1954-55 provide for cuts in income tax ranging from 
6.4 to 41.6 per cent. and for the lowering of the corporation tax from 60 to 45 
per cent. The top rate of income tax is to be reduced from 70 to 55 per cent., 
and the concessional tax rate of 30 per cent. on distributed profits is to be main- 
tained. The cost of these concessions is estimated at DM. 2,300 millions. The 
Federal Minister of Finance, Dr. Schaeffer, said that one of the main purposes 
of the new tax arrangements was to encourage capital investment through the 
German capital market rather than through the Budget or through ploughed- 
back profits. 

The chairman of the Bank Deutscher Laender has announced further measures 
to relax foreign exchange control. These include the freeing of Deutschmark 
accounts for nationals of hard currency countries, the introduction of accounts 
convertible into all non-dollar currencies for nationals of non-dollar countries, the 
abolition of restrictions on imports of mark notes into the country and the raising 
of the ceiling on transferable mark capital accounts. 

The Government has liberalized the import of a wide range of goods from the 
overseas sterling area. The goods comprise practically all the items that German 
importers may purchase without licence from O.E.E.C. countries. 

It has been agreed that any additional German surpluses with the European 
Payments Union in the three months to the end of April are to continue to be 
settled 50 per cent. in gold and 50 per cent. in a German credit to the E.P.U. 
The German cumulative surplus with the Union had reached $918 millions by 
the end of February. 

Gold Coast 

The Prime Minister, Dr. Kwame Nkrumah, has told the Legislative Assembly 
that the Government wishes to encourage investment of foreign capital in all 
industries with the exception of the public utility undertakings. No limitations 
are to be placed on the existing freedom to transfer profits or to repatriate foreign 
capital invested in the country. Dr. Nkrumah said that there were no plans for 
nationalizing industry beyond the extent to which public utilities were already 
nationalized, and that the United Kingdom was being requested to. incorporate 
in the Constitution provisions for guaranteeing adequate compensation in the 
event of further nationalization by a successor Government. 

The Prime Minister also announced that the New Industries section of the 
Ministry of Commerce and Industry would advise both domestic and foreign 
industrialists about new ventures; and that special assistance might be given to 
new industries for a limited period quite apart from relief from taxation and 
import duties on specified raw materials. 
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India 


The Minister of Finance, Mr. Chintaman Deshmukh, announced in his Budvet 
statement for 1954-55 an estimated overall deficit of Rs. 4,210 millions. The 
ordinary revenue-expenditure deficit amounts to Rs. 260 millions and the capital 
deficit to Rs. 3,950 millions. It is hoped to raise Rs. 750 millions in the long-term 
capital market and to obtain Ks. 480 millions from foreign assistance and Rs. 450 
millions from small savings. Other miscellaneous debt and remittance transactions 
should bring in Rs. 560 millions. The balance of Rs. 1,970 millions is to be raised 
by short-term borrowing, mainly on Treasury bills. 

Deficit-financing on this scale is defended by the Government on the grounds 
that it is essential for the implementation of the investment programme, and that 
inflationary stresses are at any rate now a thing of the past in India. It is 
asserted that the high levels of production currently attained could not be sus- 
tained without expansion in the money supply. 

The Government intends to establish in co-operation with the World Bank a 
corporation to assist the development of Indian private industries. It has accepted 
a suggestion of the United States Government that it should make available to 
the proposed corporation the rupee equivalent of $15 millions from the sale of 
iron and steel received from the U.S. under technical aid arrangements. 


Iran 

The United States authorities have announced their intention to grant Iran 
an additional $06 millions of special aid to tide the country over the period before 
the proposed oil agreement has taken effect. This aid follows on a grant of $45 
millions made in September following the overthrow of the Moussadeq regime. 

The U.K. Export Credits Guarantee Department has resumed insurance 
cover on exports to Iran. Tor the time being, however, such assistance will be 
limited both in terms available to each individual exporter and in the extent of 
the Department's total liability in this market. Cover for U.K. exports to Iran 
was Withdrawn in I95I as a result of the breakdown in Anglo-Iranian trade that 
followed the onset of the oil dispute. 


Japan 

The balance of payments has taken a turn for the worse since the beginning 
of the year. Drawings on foreign exchange reached $138 millions in January 
and february, reducing the reserves to $840 millions. The deterioration was due 
in part to the decline in American procurement expenditures in Japan on account 
of operations in Korea and in part to the continuing shortage of sterling. The 
increase in exports to the sterling area planned in the January trade and payments 
agreement is not expected to be reflected in the payments figures for some months. 


| Kenya ~_ a! 

The U.KX. Parliamentary delegation that recently visited Kenya has recom- 
mended far-reaching changes in the country’s taxation system. They include the 
abolition of the poll tax in favour of a land tax, assessed according to the potential 
yield of land, and similar to the tax that has been in operation in India for 


some time. 
Netherlands 


The Netherlands Bank has concluded an agreement with the private banks 
for the partial freezing of those banks’ excess liquid assets. A portion of the 
banks’ holdings of Treasury bills are to be funded through subscriptions to issues 


of eight, ten and twelve-year Treasury certificates“at interest rates of 23, 23 and 
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2% per cent. respectively. The new issue will be for a minimum of Fls. 1,200 
millions and a maximum of Fls. 1,400 millions. The banks are hence-forward 
also to maintain, under a gentleman’s agreement, a minimum reserve with the 
Netherlands Bank; initially, this is to be equivalent to 5 per cent. of the liabilities 
of each bank, but it is to increase at a rate of I per cent. of liabilities per month, 
to a minimum of Io per cent. (and a maximum of I5 per cent.). Finally, the 
private banks have authorized the Netherlands Bank to prescribe in the event 
of an emergency a minimum monetary cover of liquid assets separately for each 
bank. The private banks would be permitted to exceed the established limits 
only by securing additional funds from the Netherlands Bank—at the penal 
Bank rate. 


Pakistan 
The Finance Minister announced in his Budget statement that expenditure 
during the financial year 1954-55 was estimated at Rs. 1,114 millions and revenue 
at Rs. 1,137 millions, giving a surplus of Rs. 23 millions. The surplus was to 
be used to make tax concessions designed to assist the export drive. 


Peru 

A fund of $30 millions has been set up to stabilize the Peruvian sole and to 
enable the Peruvian Government “to maintain an exchange system virtually 
free of restrictions on trade and currency transactions’’. The International 
Monetary Fund has contributed $12.5 millions, the U.S. Government $12.5 
millions and the Chase National Bank $5 millions. <An official statement explained 
that the fund was to be used by the Peruvian Government to intervene in the 
exchange market to help to establish an appropriate exchange rate, which was 
not, however, to be at a fixed parity. 


South Africa 


The Commonwealth Development Finance Company has taken up £2 millions 
of loan stock in the Union’s electricity supply organization, the Electricity Supply 
Commission. The loan is at 5 per cent. and is repayable in fifteen years. It is to 
be used to step up power generation in the Rand and the Orange Free State. 

The losses of gold and foreign exchange suffered by the Union in January 
as a result of rumours of the pending devaluation of the South African pound 
have been largely recovered. The Reserve Bank’s holding of gold and foreign 
bills had risen from the January low-point of £77.6 millions to £93.4 millions 
by the middle of March. This was some £5 millions below the reserves at the 
beginning of the year. 
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Yugoslavia 


The Government has asked for “ facilities’’ in the repayment of its debt 
obligations to foreign countries. Yugoslavia’s total external debts are equivalent 
to $360 millions; a substantial proportion is owed to Britain and Germany. 
Most of the debts fall due for repayment in 1954 and 1955, and Yugoslavia has 
indicated that on account of its current external payments deficit it would 
appreciate the extension of the period of repayment over about fifteen vears. 


Letters to the Editor 


a 





Salaries and Wages-—Relative Changes 
SIR, 

In the advertisement pages of your March issue you publish the additional 
statement by the Chairman of Lloyds Bank made to the shareholders at the 
Annual General Meeting, together with his diagram showing the difference between 
the increases in dividends and wages since 1938. This diagram included the line 
showing the aggregate of wage and salary increases during that same period. 
[am well aware that this line was included in the original statement: but at the 
shareholders’ meeting I pointed out that to aggregate salaries and wages did not 
give a true picture. Indeed, salaries have not increased to the same extent as 
wages and the salary line if shown should be separate and would be seen to be 
shorter than that for wages. The chairman at the meeting accepted my remarks 
as ‘‘ fair comment ’’; and in the interests of accuracy I feel that I must write 
this letter.—Yours faithfully, 

T. G. EDWARDS, 
General Secretary, National Union of Bank Employees. 
London, S.W.T1I. 


Lloyds Bank writes: 


‘The diagram was concerned solely with ‘the weight of money as spending 
power in causing inflation ’ and was designed to show that almost the whole of 
the additional spending power had gone to employees and not to shareholders. 
In the text of the Addendum it was stated that in 1952 ‘salary incomes were 
about two and a half times as great as in 1938 and wages had more than trebled ’ ’’. 


o- - - — — - - a — 


Appointments and Retirements 





Barclays Bank—Mr. H. H. Hutchinson, district manager at Pall Mall, to be assistant general 
manager on retirement of Mr. M. Dracup. London—Hammersmith Broadway: Mr. J. H. Cox, 
from Paddington Station, to be manager; Paddington Station: Mr. R. A. F. Julien, from Maryle- 
bone, to be manager; South Ealing and Brentford, Airways House: Mr. L. Kelynack, at Airways 
House, Brentford, to be manager. Aylesbury: Mr. T. E. K. Williams, from Hatfield and Hatfield 
Aerodrome, to be manager. Birmingham, Hockley Hill: Mr. J. B. Pearson, assistant district 
manager at Birmingham, to be manager. Cheshunt; Mr. F. A. Day, from George St., Luton, to 
be manager. Dolgelley: Mr. J. T. Evans, from Wrexham, to be manager. Faringdon: Mr. 
J. Cherry, from Oxford Local Head Office, to be manager. Garston, Liverpool: Mr. I. M. O. 
Roberts, from Water St., Liverpool, to be manager. Hatfield and Hatfield Aerodrome: Mtr. 
F. F, Cracknell, from Cheshunt, to be manager. Hexham: Mr. J. C. Hurst, from Carlisle, to be 
Manager. Llandudno: Mr. W. Davies, from Garston, Liverpool, to be manager. North Harrow: 
Mr. R. E. Swaffield, from Waterloo Rd., to be manager. 

District Bank—Mr. W. Mitchell to be chief general manager on retirement of Mr. S. Higgin- 
bottom. London Office: Mr. H. J. Higginbottom, assistant general manager (London), to be 
general manager (London) on retirement of Mr. A. R. Capey. Mr. J. F. Walker, manager at 
Pall Mall, to be assistant general manager (London). 
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Llovds Bank—Barrow-in-Furness: Mr. L. Larkinson to be manager. Bolton: Mr. S. Wilson, 
from Bury, Lancs., to be manager. Chichester: Mr. M. P. Attree, from Plymouth, to be manager. 
Cranleigh: Mr. W. E. Clarke, from Devizes, to be manager. J*elixstowe: Mr. R. G. Woodworth, 
from Halstead, to be manager on retirement of Mr. A. P. Southcott. Halifax: Mr. J. C. Potts, 
from City Office, E.C., to be manager on retirement of Mr. E. Mitchell. Keighley: Mr. W. T,. 
Usher, from Oueen’s Rd., Halifax, to be manager. March: Mr. H. Lee, from Boston, to be 
manager on retirement of Mr. B. J. Shorter. Melksham: Mr. G. H. Cortis, from Truro, to be 
manager. Ryde, Isle of Wight (also Seaview): Mr. J. Veale, from Bude, to be manager on retire- 
ment of Mr. M. H. M. Draper. Southall: Mr. N. J. Humby, from 40 Victoria St., to be manager. 
South Woodford, E. (also Debden F state): Mr. H. D. de Wolf, from South Kensington, to be 
manager. Stevenage: Mr. L. H. Morris to be manager. Stroud (also Stonehouse): Mr. A. R. 
Richards, from Chichester, to be manager on retirement of Mr. E. L. Stevens. Watchet: Mr. 
R. M. Tazewell, from Shepton Mallet, to be manager. Wiveliscombe: Mr. C. G. Brain, T.D., 
from Salisbury, to be manager. 

Midland Bank —Head Office: Mr. VP. Leadbeater to be an assistant general manager on retire- 
ment of Mr. V. Brooks. London—Aldersgate St.: Mr. A. F. Sibbick, from Cricklewood, to be 
manager on retirement of Mr. A. J. Onley; Cricklewood: Mr. 5. A. Luxton, from West Hampstead, 
to be manager in succession to Mr. A. F. Sibbick; Hornsey: Mr. C. A. Youngs to be manager of 
this branch, formerly under the same management as Harringay branch; 52 Oxford St.: Mr. 
I’. G. Brockbank, from Willesden Junction, to be manager in succession to the late Mr. D. G. 
McDonald: West Hampstead: Mr. A. W. Hodgetts to be manager in succession to Mr. S. A. 
Luxton. Alfreton: Mr. H. Lockett to be manager on retirement of Mr. S. C. Towle. Camborne: 
Mr. R. H. R. Tregunna, from Torquay, to be manager on retirement of Mr. R. B. Britton. High 
Wvcombe: Mr. H. C. Lockton, from Hucknall, to be manager on retirement of Mr. A. E. Mellor. 
Hucknall: Mr. A. H. Sutton, from Lincoln, to be manager in succession to Mr. H. C. Lockton. 
Southampton, Bitterne: Mr. E. Peterkin, to be manager of this branch, formerly under the same 
management as Woolston branch. 

National Provincial Bank—Head Office: Mr. C. E. James, an assistant general manager, 
retired at the end of February. Princes St. Office: Mr. A. W. Marshall to be manager on retire- 
ment of Mr. N. C. Stedeford. Berkhamsted: Mr. A. W. H. Hargreaves, from Smiths Bank Branch, 
Nottingham, to be manager on retirement of Mr. E. E. Thomas. Bournemouth, Winton: Mr. 
T. E. Rowley to be manager in absence of Mr. R. G. Betts, on sick leave pending retirement. 
Cardiff, Queen St.: Mr. S. H. Lewis, from Roath, to be manager on retirement of Mr. D. T. 
Roderick. Coulsdon: Mr. G. E. Hunt to be manager in absence of Mr. S. Bruce, on sick leave 
pending retirement. Nantwich (shortly to be constituted a full branch of the Bank): Mr. E. C. 
Millard, from Durham, to be manager. 

Westminster Bank—Foreign Branch Office: Mr. G. E. Chilvers to be manager on retirement 
of Mr. A. H. Lewis. Bognor Regis West: Mr. E. F. Salisbury, from Worthing, Rowlands Rd., 
to be manager in succession to the late Mr. W. J. Southwell. Brockley: Mr. W. J. Wood, from 
Kennington, to be manager on retirement of Mr. E. O. Hill. Clevedon: Mr. P. R. Lane, from 
Sherborne and Milborne Port, to be manager on retirement of Mr. R. J. Middleton. Faversham: 
Mr. J. P. Reynolds, from Faversham, to be manager on retirement of Mr. W. A. Sandwich. 
Harrow, Station Rd.: Mr. L. M. Quelch, from Hemel Hempstead, to be manager on retirement 
of Mr. H. E. Smith. Hemel Hempstead: Mr. T. E. Greer, from Watford, to be manager. Ilford: 
Mr. W. Ockenden, from Woodford, Buckhurst Hill and Loughton, to be manager on retirement 
of Mr. A. J. Ford. Sherborne and Milborne Port: Mr. A. D. Hocken, from Newhaven, to be 
manager. JW um/ledon Park: Mr. W. Harvey, from North Ealing, to be manager on retirement 
of Mr. W. P. Mann. Woodford, Buckhurst Hill and Loughton: Mr. W. C. Horder, from Upper 
Clapton, to be manager. 
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Banking Statistics 


Trend of *“ Risk’ Assets 


(Figures in italics show percentages of gross deposits) 























Actual Change in: Advances plus Investments 
(£mn.) ({mn.) Ratio 
Oct. Nov. Dec.-Jan. Feb. Oct. Dec. Jan Feb. 
I95I I95I 1951-54 1Q54 I95I 1953 [954 LQ54 
Barclays: 
Advances ba —. 30.5 S786 = 197.97 + oat) 

0/ 2 2 2 

/o s 29.2 29-3 . h en oii 
Investments... is 314.8 425.7 76.0 > ee: pee a Ue 

% 25.0 33.6 J 

Lloyds: 
Advances 7 -+ See sees 53.1 9.7 ) 

0/ = 

% ais om 30.2 30.7 : a re 
Investments .. “a 290.6 371.2 43-7 0.3 > 54-8 9:3 ORE 04:5 

% re ~ 24.4 32.5 J 

Midland: 
Advances a * 303.3 307.3 - 57.3 12.4 ) 

0/ 6 rT 

/0 ee °° 29. 30.2 = =~ Ff fie > fH? & 
Investments .. ~ 320.4 2493.8 55-4 - } oe ee a: oe 

te wa “% 24.9 2.8 J 
National Provincial : 
Advances vn af 290.3 298.1 =1.0 5-7 ) 

0/ - ns 

/o ee e6 35-4 37 «2 aa ae ids 
Investments .. -. 165.9 230.9 + 22.0 2 JSD 97-4 SDD 93-2 

% ‘s ‘a 20.2 28.8 J 

Westminster: 
Advances si -. 248.6 249.5 - 20.4 2.4 )} 

0/ 

% - ia 31.2 31.6 a . - icies 
Investments .. .. 209.4 263.6 17.7 _ ' ae Fee EP 
ae 26.3 33-4 J 

District: 
Advances a - 60.1 62.6 - 6.6 1.6 ) 
ole ee i 25.6 26.6 
/o 5 S 4 ? c§$.8 € 
Investments .. ee 71.5 91.6 2 > SOE OF sg eee 
. % ae i 30.5 38.9 J 
Martins: 
Advances zs as 89.0 91.4 8.2 2.9 ) 

o/ 

% ‘i ‘a 29.1 29.3 ‘ — 
Investments .. sie 76.2 %09:8 1I8.0 - O.!1 + S42 SF. ell: 

of as np 25.5 33-0 J 

Eleven Clearing Banks: 
Advances ss .. 1,897.0 1,925.2 -—230.4 15.9 ) 

o/ 

Vo a - 30.6 31.1 a | 
Investments .. .» 3,§§$.2. 2,032.7 244.3 - 2.2 > IF SEE Ot: Ogg 

% 25.1 32.9 J 

Trend of Bank Liquidity 
1951 1952 1953 [954 

| Oct.f Nov. Dec. Oct. Nov. Dec. Jan. Feb. Nov. Dec. Jan. Feb. 
Liquid Assets :*  %/ /o Yo Yo %o 0 % % % % % % 
Barclays ++ QO 92.5 33.8 34.0 . 3652 35:8 35.@ 22.4 35.0 36:8 24.3 2810 
Lloyds -+ 40.0 32.8 32.8 33.1 33.4 33.8 32.0 30.1. 36.7 36.0 36.2 33.0 
Midland << @@.2 92.8 36.8 34.0 95.6 36:8 95.7 33.1 97356 33.8 47.4. 148 
National Prov. 39.4 30.6 33.7 34-9 36.5 38.8 39.6 35.5 37.7 39.5 38.6 35.1 
Westminster 36.7 30.4 30.8 34.2 34.5 36.5 36.0 36.1 37.9 37.0 37.3 35.0 
District se 38.0 30.5 30.4 36.6 36.1 30.3 37.8 35.2 35.9 3%.5 .35.8 33.6 
Martins -> 90:8 33.2 34.5 36.6 37.5 3.2 36:3 33.1 33.8 34:6 32.8 29.7 


All Clearing 
Banks .. 39.0 32.0 33.2 34.4 34.4 36.0 35.4 33.0 36.5 36.8 36.2 33.2 


3 ~ ~ ° . e 4 > . . - . 
Cash, call money and bills. + Eve of “ new monetary policy. {After second Funding. 
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Banking Trends over Thirty Years* 
‘“* Risk ”’ Assets 


Liquid Assets — 











Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. » A £mn. {mn. y 
1921 - 1,759 680 38 -— 325 833 64 
1922 ee 1,727 658 37 — 391 750 64 
1923 = 1,628 581 35 -- 356 761 67 
1924 om 1,618 545 33 — 341 808 69 
1925 wh 1,610 539 32 — 286 856 69 
1926 ii 1,615 532 32 — 265 892 70 
1927 - 1,661 553 32 a 254 928 69 
1928 a 1,711 584 33 — 254 948 68 
1929 oa 1,745 568 32 -— 257 991 69 
1930 = 1,751 596 33 258 963 68 
1931 cs 1,715 560 32 -—- 301 919 69 
1932 - 1,748 611 34 ee 348 844 67 
1933 + 1,909 668 34 — 537 759 66 
1934 -. 1,334 576 31 —e 560 753 70 
1935 Ne 1,95! 623 31 — 615 769 69 
1936 ss 2,088 692 32 —— 614 839 68 
1936 a 2,160 713 32 —- 643 865 68 
1937 - 2,225 683 30 —- 652 954 70 
1938 re 2,218 672 30 — 637 976 71 
1939 i 2,181 648 29 — 608 9g! 71 
1940 .. 2,419 785 31 73 666 955 65 
1941 s 2,863 676 23 495 894 858 59 
1942 pa 3,159 8 22 642 1,069 797 57 
1943 - 3,554 23 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 + 4,551 886 19 1,811 1,156 768 41 
1946 os 4,932 1,280 25 1,492 1,345 888 44 
1947 -_ 5,403 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 . 5.772 1,920 32 983 1,505 1,440 49 
1950 — 5,311 2,345 39 430 1,505 1,603 52 
IQ5I ie 5,931 2,308 38 247 1,62 1,822 56 
1952 7 5,856 2,097 34 -— 1,983 1,838 62 
1953 = 6,024 2,201 35.1 _ 2,103 1,731 62.4 
1951: 

Oct.f  .. 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov.f_.. 5,973 1,981 32.0 108 2,033 1,925 64.0 
1952: 

Oct. = 5,942 2,120 34-4 — 2,142 1,747 63.1 

Nov. cs 5,974 2,162 35.0 —— 2,138 1,744 62.3 

Dec. is 6,154 2,327 36.0 —— 2,148 1,749 60.4 
1953: 

Oct. ‘s 6,156 2,334 30.6 — 2,235 1,654 61.1 

Nov. ss 6,194 2,344 36.5 — 2,245 1,676 61.1 

Dec. ia 6,370 2,400 30.8 — 2,275 1,707 59-5 
1954: 

Jan. - 6,232 2,339 ap — 2,277 1,695 61.4 

Feb. 6,010 2,071 ..2 2,275 1,741 64.4 


* Ten clearing banks for 192I1- 35 . mesiiane eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 


Floating Debt 











Mar. 21, Feb. 27, Mar. 6, Mar. 13, Mar. 20, 

1953 1954 1954 1954 1954 

Ways and Means Advances: £m. £m. £m. £m. fm. 
Bank of England ts a — — 1.0 0.3 ian 
Public Departments .. - 332.2 279.1 286.2 301.7 369.6 

Treasury Bulls: 

Tender .. - * - 2810.0 3050.0 3060.0 3080.0 3100.0 
Tap — vin Ka co 1569.5 tlds 1358.2 1345.: 5 1359-7 
a7it.7 4049.6 4705.4 4727-4 4829.2 


eT 








= TS we A wa 


Ps 


~ 7T 


a Tat ag? ES Cf 


A TytZ7 


BAN ke 





‘SalIas IeM-}SOd MOU UT UOTJBOYISSe]O ysIy Jo oyeqZ |} 


‘uUOI}RINOSSY ,SIOyUe_ YS} Jo Slaquisul [je Surpnrouy y 

































































= 0'00T |Qz9‘zbe‘t] O'00T| 11Z‘OFL‘T |o'oor heck ical 0'00T| gg0‘Sgg‘tfo'oor |Lrie‘ggg‘I}o'oor| Zof‘grg | °° "* SIVa0L 
0°0¢ “ loe6*o€ Loe ob6‘09E o oz |1zZ‘gg€ JZ 6r {1SS‘gqf [o6r |ZIS‘OLE Je ge |ObS‘otz | °° [eucjseejorg pue [euosiog “Cz 
for |9g6€‘6gr [66 |Zob‘1Z1 |S:or |660‘ggr |6°6 jozi‘ver |2°6 Lyz‘zl1 jg'9g |ggti‘EZ fe ‘* perueuy 194}I0O ‘bz 
f° 202'R b 6999 & LEZ‘O e° g6r‘9 ' CEO'S ¢ 1go'P i nas "*  SIIYOIQYIOIS “Ez 
L Cryizr 2 cQO‘EI 9" CVL‘tr 2 gzg‘zI | £ gzlizi jar |6o0€‘or hs - des ‘O30 
‘sjeyidsoyy ‘soryteys ‘sayoinyy ‘zz 
Le \Sz6‘9Q [ke |1IbZ‘Ib Ig |EZ6‘tg JES [C6166 I[oZ [€etotr [6 Sgz‘L i = ** (yaodsueiy 
uey} 19430) seg Gnd ‘12 
Lk \6bz‘99 gh |LbS‘€g Ee |LOS‘gZ re |L216'SZ I'v ZII bad £6 |960'RZ sopoy ny JUDWIUIBAON) [B07 ‘OZ 
ZO |zggivor J6S |6r10‘€or Jog |zot‘Zor fog |goSt11r [Os CCC‘bor TEE | gz6‘Lz = opely 
£ . | | pue Axjsnpuy = oazqeyissejoun ‘61 
<6 |erzZr JO = |F6Sor Jor |r6S'Zr |6 |ozgior JO ggh'l 9 = | gg 6‘F ‘ie ‘* gpeliazeyy SuIpying ‘gI 
RK, | && jzS0oS TRE [eeSieS JRE |gSE'IQG FEE |hho'Ig TEE JorS‘zq gk JoZZ ef Pe $10}081}U07) pue siapying “21 
“< cr |O9f‘1z er |1Z€‘o~ =Jer |zgr‘i1z Zr |1g$*ez avr EgL‘Zz e€ |1€L‘gz i + JUSWTUTEPIOJUST “QI 
n | €6 jgSo‘ofr JS'6 jorzgqr ]z6 joSr‘bor JL'6 | 1" Li r6 = |Zeq‘oL1 {EZ | gbz‘zg = 1 ‘* apeiy [lejoy “SI 
sm | 2d fezfiztr [LZ welr fgg j|6oS‘grr [eZ |Zo6‘Shr [rs = jzgi‘ztr [og jo€z‘Ze¢ "* o20eqoy pure ‘yUuUIG ‘pooy FI 
A) | &rr |€€r‘goz fLrr |gfo'€oz [o-rr |6g6‘boz Jgor |ggo‘g6r [ror |zbr'S6r JoZ | 6gb‘og - sulysty pue sinqnousy “£1 
“WM grr leelSz Cr |Ccrrse Er OEhee [Cr |Q6E‘LZz Se 1€z‘Lz Tr |Sg1‘6 - ; sjeoluiay’) ‘ZI 
c 6: Z09‘9QI 6° gf6'FI1 6° CgO‘Sr 9” QOS‘CT 8° PET‘ FI Q’ Cz0'P os ‘* Jaqqny pue JayzyesyT ‘II 
> Cz |169‘9h [Ee |eSLob Tre |R6E'eb [E72 |6rb‘zb bz c7Q‘ br cr |7tz‘or si ee ‘* Sa]I}x9] I9qIO ‘OI 
mt | Sr Jegetlz gr |1S2‘Z Cr |€oz‘gz Pr |Sog‘Sz I'l QzS‘Oz c: CrIe‘r "3 " sé 7° JOOoM °6 
mw | 2 ZLP‘EI L ZES‘Ir 9 ECo'FI 9 g1G‘Cr L° I€P‘C1 9° 160‘Z a - oy ** 0}}07) °9 
= | &1r |rer'ez rr |Zoror jor |e€o'Zr Jo ozL‘Li 6° CQ6‘CI rr |oZLS‘6 suOI}eOIUNWIWIOZ) pue yodsuely °Z 
~~ | or |eztigr for |egSZr 6: Foo‘gt =}6" ZLC‘gl £ IZQ‘Cl zr |gre‘or Re surpringdiys pue duiddiys ‘9 
Mm | 22 joli‘ztr [62 [Lorex Jag |leeltr jog |zrbogr |1'6 j60€‘6g1 JgZ | ZES‘g9 7 ‘Oo ‘Bullseulsuy °S 
4 o£‘ Z bevy £: obo‘h x 060‘ a 1gz‘v Z QZ0‘1 "* —- $peyay SNOIIajJ-uoN “Fv 
Zz |eov‘oS EE i11E'ZO TFE fogz1g ge loze1s L°é Qgg‘Or for |Esecr sopely POV 29 [99}S pue uoly] “t 
9 ATO o° b0£‘F £ CgQ‘v : Lo6‘¥ . CQOL‘P + Oct ‘Z "**o}0 ‘sulAeNn(G) ‘2 
I’ CLe‘1 I bro‘r I’ 1Sz‘z x 19Q‘I , CLO‘Y rr |Sz6‘g si si ‘+ Bulut yeoy 1 
1070] | S,000F 1770} S,000f | 7pjo7] S,000F | 7pj07 | s.oooF | 7”]07 | S,00OF | 7H707 | s,000F 
fo% fo'% fo % fo % fo% fo % dnoiy 
bC61 COI €Cor €Co1 eCo! gro! 
| | ALeNIGo J IIQUIDAON jsnany APN Alenigas] LAreniqa.] 
| | (SLNAWALVLS ATHALUVNAG LSUiv’y) 
*« NIVLINA TLVANHD NI SHONVAGCGVY UANVH 
— on 6 © m™4 4 








24() THE BANKER 








National Savings 


(£ millions) 











Savings Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net) Small (net) (met) (net) Smal! 
1952 April... - 2.6 - 7.1 5-4 - 4-3 
May .. - 3.8 -11.6 — 5.6 — 21.0 
1950 =I -5-5- 9-1 36.6 22.0 June... -—1:5 -7.2 — 4.2 — 12.9 
II -10.9 — 9.6 6.4 - 14-1 July .. — 3.7 - 7-7 18.3 -— 29.7 
It] -13.6- 7.5 - 2.4 — 23.5 Aug. .. - 0.9 -10.2 - 3.1 = 14.2 
IV “Sa~—~ Fig- 4.3 ~ 4 Sent. .. 6.1 6.6 — 3.5 9.2 
Oct. a.@ 1.0 2.0 5-9 
ae ‘ Nov. .. 2.8 -—2.1 -—-5.6—- 4.9 
95 Il 7-5 3-9 3-3 34-7 | Dec. 1.9 2.1 -30.9 — 31.1 
15.3 - O.1 — 28.9 — 13.7 | : wiht 2s 
lll... 5s = Re ee | 1953 Jan. 8.6 -—5.5 4.0 7.1 
: | Feb .O — 4.0 ‘ 25 
IV —- 0.1 — 21.4 - 1.0- 22.5 | ei 5) 4 3+5 4°35 
near. «. 6.0 —6.8 -—5.I — 5.9 
| April .. 4.8 -6.7 -—3.8- 5.7 
1952 I s.6< 27.2 -15:3- 6.3 | May .. 2.8 — 8.6 -II.7 — 17.5 
II ~ 7.9 - 25.9 — 4.4 — 38.2 , June .. 1.2 —4.1 —6.2— 9.1 
III 1.5 — 11.3 — 24.9 — 34.7 | July .. -—0.6 - 3-9 —20.5 — 25.0 
IV 2.6 — 3.2 — 34.5 — 30.1 Aug. .. 1.4 —-2.8 —1.0- 2.4 
sept. .. 0.8 — 4.5 0.4 oe 
[ee 0.7 — 1.3 10.6 10.0 
1953 I 19.6 — 16.3 2.4 5-7 Nov. .. o.§ = 2.9 0.8 _ 
II 8.8 — 19.4 — 21.7 — 32.3 | mee... 0.4 0.2 —24.1 — 23.9 
iil 1.6 — 11.2 — 15.I — 24.7 | 1954 Jan. .. 3.6 = €.9 13.5 16.4 
IV roa 2.4 ~— 12.7 ~— 33.9 |! Feb. .. 1.2 — 1.1 14.4 14.5 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (—) Financed by : 
, ———_——— Reserves 
With With Net American Special Change at end of 
Years and E.P.U.* Other Surplus or Aid Creditst in Period 
Quarters Areas Deficit Reserves 
1946 no = — 908 —— +1123 + 220 2696 
1947 ae ame —4131 — +3513 - 618 2079 
1948 — — —1710 682 + 805 — 223 1856 
1949 — — —1532 1196 + 168 — 168 1688 
1950 + 14 + 791 + 805 762 + 45 +1612 3300 
195! —II2 — 876 — 988 199 — 176 — 965 2335 
1952 — 276 — 460 — 730 428 —- 181 — 489 1846 
1953 - ic “ER 433 + 546 307 181 - 672 2518 
1953 : 
- as + 95 + 119 + 214 106 — + 320 2166 
| a .. =e + 98 + 140 61 a + 201 2367 
ji ia -. - 19 + 55 + 36 83 — + 119 2486 
October .. 1o' * © + 15 21 13 — + 34 2520 
November ‘oo + 32 + 17 24 — + 4! 2561 
December. . .- + + 114 118 20 - 181 —- 43 2518 
ys 2 om! CS + 161 156 57 — 181 2 2518 
1954: 
January ian oe - 14 +  f0 5 — 25 2543 
February Pe ee 2 9 31 — + 40 2433 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


period). 


~ 


+ Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953 are 


included as a debit item. 








ROYAL BANK OF SCOTLAND 





New Records Established 





Maintenance of Highly Liquid Position 





Achievements of Scottish Industry and Commerce 





The Duke of Buccleuch’s Review 





HE Annual General Court of Proprietors 

of the Royal Bank of Scotland was held in 

Edinburgh on Tuesday, 16th March 1954. 
His Grace The Duke of Buccleuch and Queens- 
berry, K.T., P.C., G.C.V.O., LL.D., Governor 
of the Bank, presided. 

His Grace said:— 

Since we last met, the Bank has suffered the 
loss, by death, of The Honourable Michael 
Claude Hamilton Bowes-Lyon, D.L., who had 
been Deputy-Governor since January 1950. 
We shall greatly miss him. He was with us at 
one of our Meetings a short time before he died, 
and the news of his death so soon afterwards 
was received by us all with profound sorrow. 


As mentioned in their Report, the Court of 
Directors, in virtue of the powers conferred 
upon them by the Roval Bank of Scotland Act, 
1873, have elected Mr. Alexander Maitland, 
0.C., D.L., to fill the vacancy. Mr. Maitland, 
who was an Ordinary Director from June 1928 
until 31st January of last year, and Chairman 
of the Court of Directors for a number of years, 
has also served as a Director of our Associated 
Bank, Glyn, Mills & Co. This great experience 
of the Bank’s widespread business which he 
brings with him to his new Office will be of 
inestimable value to us all. 

I would also like to refer to the honour of 
Knight-Commander of the Most Distinguished 
Order of St. Michael and St. George conferred 
on Sir Francis Glyn, our colleague, and 
Chairman of Glyn, Mills & Co. To him I would 
like to offer our warmest congratulations on 
this recognition of his outstanding services. 

Last year I referred with regret to the 
impending retirement of Mr. Thomson from the 
Office of Cashier and General Manager, and we 
then placed on record our high appreciation of 
his distinguished services to the Bank and 
expressed the hope that he might long be spared 
to enjoy his well-earned retirement. Mr. 
Thomson retired on 30th June, when separate 
presentations were made to him by the 
Directors and by the Staff throughout the 
Service, and I would like to take this opport- 
unity of expressing to him again our sincere 
thanks and good wishes for the future. 

I assume it will be your pleasure that the 
Annual Report of the Bank, and our Balance 
Sheet and Profit and Loss Account and those 


of our Associated Banks, Glyn, Mills & Co. and 
Williams Deacon’s Bank, Ltd., all of which 
have been circulated, shall be taken as read but, 
in compliance with statutory requirements, the 
Auditor’s Report falls to be read at this 
Meeting, and I now call upon the Secretary to 
do so, after which it will be available for 
inspection by any proprietor. 


Deposits and Other Liabilities 


Compared with 1952, our Deposits and 
Balances on other Accounts at October 1953 
showed an increase of over £3,000,000, and the 
total of 4140,000,000, at which they stood at 
the latter date, is a new record for us. 

The rising tendency in the aggregate amount 
of the Bank Deposits of the country continues, 
and this is somewhat disquieting. In 1953, 
notwithstanding a contraction of somewhere in 
the region of {50,000,000 in Bank Advances to 
the public, total Deposits rose by more than 
£200,000,000. This was, however, very largely 
accounted for by the addition of some {£240 
million to the country’s gold and dollar reserves, 
and another compensating factor was the 
welcome increase in our industrial production 
during the year. 

Our Notes in Circulation increased by 
almost £1,500,000 over the year to a total of 
over /12,000,000. Acceptances and _ other 
Obligations record a modest decline of about 
£500,000 from the figure of £7,700,000 at which 


they stood in the previous year. 
Our Capital “remains unchanged at 


£4,250,000, and, as it is recommended that the 
surplus earnings be again applied to Inner 
Reserves, the Published Reserve Fund will 
remain at last year’s figure of 44,877,216. 


Liquid Assets and Investments 


The Bank’s total Assets in October amounted 
to £170,500,000, also a new record, and the 
customary highly liquid position is_ fully 
maintained. Our Cash, Balances with the 
Bank of England and other Banks, and Money 
at Call and Short Notice, amounted to over 
£36,000,000, representing slightly over 23 per 
cent. of the liability to the public on Deposit 
and Current Accounts and Notes in Circulation. 
Discounted Bills outstanding amounted to just 
over £6,500,000, of which all but approximately 


XXXV 








£500,000 were British Government Treasury 
Bills. 


Our Investments at /68,500,000 were 
£8,000,000 up on the figure of 1952, mainly due 
to the increase in our Deposits and the reduc- 
tion of our Advances, but also reflecting the 
special conditions experienced in the gilt-edged 
Market in that year. The market value of 
these Investments at the prices ruling on the 
date of our Balance exceeded the value at which 
they stand in the Balance Sheet. More than 
50 per cent. of the value of our existing holdings 
of British Government Securities—which are all 
dated Stocks—are due to mature within a 
period of ten years. 

A reduction of approximately £2,000,000 is 
recorded in our Advances. It is a matter of 
regret to us that, because of the present 
restrictions on Bank lending, we still have to 
refuse proposals for assistance which are sound 
banking transactions, but we recognise that the 
Country’s financial position renders it necessary 
for us, in common with all other Banks, to 
continue to give loyal support to the Chancel- 
lor’s directives in this matter. 


The valuation of our two. Subsidiary 
Companies is unaltered. 
Profits 


Our net profit for 1953 amounted to £621,256, 
an increase of approximately £26,000 compared 
with the previous year. This figure has been 
arrived at after making full provision for 
Contingencies and all Bad and Doubtful Debts, 
and after an allocation to the Property 
Maintenance Reserve Fund. 


Appropriations 
Two interim dividends were declared and 
paid at Midsummer and Christmas as usual, 
and no further payment for the year is recom- 
mended. The Midsummer dividend was 
maintained at 8} per cent. actual, but an 
increase of I per cent. was made in the rate of 
the second interim dividend paid at Christmas 
making the total dividend for the year 18 per 
cent. as compared with 17 per cent., the rate 
paid in the previous year and indeed since 
1927. The Directors consider that this 
modest increase is more than fully justified. 
Contributions of the usual amounts have 
been made to the Staff Pension Fund and the 
Staff Widows’ Fund, and it is proposed that 
the balance of £112,507 be carried to Inner 
Reserves. 
The Three Banks 


As in former years, the Accounts of our 


Associated Banks, Glyn, Mills & Co. and 
Williams Deacon’s Bank, Ltd., which have 
already been submitted at their Annual 


General Meetings, are included in our Report 
in order to present a complete picture of the 
Bank’s financial position. The Directors have 
for long recognised the desirability of presenting 
a Consolidated Balance Sheet, but, for the rea- 
sons stated in the note annexed to our Balance 
Sheet, this has hitherto been considered 1m- 
practicable. Further consideration is now being 
given to this whole question, and, if arrange- 


ments can be made to bring the financial year 
of each of the Banks into line, it is the Directors’ 
intention to present to you a Consolidated 
Balance Sheet at this time next year. 

Before I go on to deal with other matters, I 
feel it fitting that I should make reference to the 
Coronation of Her Majesty Queen Elizabeth, 
which to us all must have been the most out- 
standing event of the year. The loyal senti- 
ments which were aroused by the ceremony, in 
which, by means of modern science, SO many 
of her subjects were able to feel they were 
participating, and the subsequent visits of Her 
Majesty to the various parts of her realm, show 
clearly the fundamental unity of her people. 

Since I addressed you a year ago the 
economic situation has taken a turn for the 
better in many respects, but we still have a long 
uphill task in front of us before we can face the 
future with any great degree of confidence. [I 
have already referred to the improvement 
which took place in our gold and dollar 
reserves during the year and, while this is 
encouraging, these reserves are not yet at a level 
which would support full sterling convertibility 
in present conditions. Convertibility, however, 
is one of the primary aims of our present policy 
and we must continually strive towards it. 
At the same time, we must take good care not 
to risk a repetition of the experiences of 1947, 
and it is therefore imperative that no decisive 
step be taken before sufficient reserves and the 
other necessary conditions have been attained. 
Considerable hope was placed by us on the 
United States Randall Commission in _ the 
expectation that its Report would bring about 
some relaxation of those restrictions which 
operate so much against an increase in our 
trade with that country. The Commission’s 
Report has somewhat dimmed our hopes and, 
while it would be wrong to strike at this stage 
a too pessimistic note about the outcome, it 
does not seem as 1f we shall derive much benefit 
from the rather mild recommendations of the 
Commission. We must, therefore, and parti- 
cularly in view of increasing German and 
Japanese competition, improve our competitive 
power, for this is the surest way by which we 
shall be able to secure exports and so enable us 
to procure those imports of food and raw 
materials necessary for the standard of living 
which we enjoy and all wish to maintain. It 
would be disastrous if, by a continuing stream 
of wage advances, we priced ourselves out of 
our export markets. With all the factors, 


except salaries and wages, which go to make up 


the cost of living now on a more even keel, is it 
too much to hope that in these also we may be 
approaching a period of reasonable stability ? 
The almost parallel lines on any graph com- 
paring the increase in prices and wages should 
surely be enough to bring home to us all, most 
forcibly, the basic distinction between ** money 
incomes’ and “real incomes,’’ and convince 
us that no lasting improvement in our standard 
of living can be achieved without increased 
efficiency and an increased rate of productivity. 

It is also essential that we should devote an 
increasing proportion of our resources to the 
provision of new capital investment, and for 
this increased savings are vitally necessary. 
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The traditional ‘‘ saver,’’ who in the past was 
the chief provider of risk capital, has all but 
disappeared. Inflation and heavy taxation 
are mainly responsible for this. and I am sure 
that if the Chancellor were able to offer some 
relief in the great burden of taxation in his next 
Budget the savings figures, which have shown 
up rather better in recent months, would still 
further improve. 


Scottish Industry and Commerce 


Turning now to the state of industry and 
commerce in Scotland, I feel that there are good 
grounds for reasonable pride in the past year’s 
achievements. The level of employment, 
while continuing to be a little below the figure 
for the United Kingdom as a whole, is relatively 
satisfactory, but there are tendencies which 
give cause for concern. Coal production, on 
which so much of our economy depends, is not 
showing the increase we expected, having 
regard to the mechanisation installed in the 
pits and substantial capital expenditure in 
other directions. 

Shipbuilding and our other heavy industries 
continue at a high level of production, but 
order books are running down and the falling 
off in this respect is a danger signal. It clearly 
points to the need for every effort being made 
in these industries, as indeed in all others, to 
keep our prices on a keen competitivee basis. 

The Scottish Council (Development and 
Industrv) continues to do good work in obtain- 
ing new orders for Scottish industry and in 
attracting new industries to achieve a greater 
diversity of our economy. Much has already 
been done in this direction, and it is pleasing 
to hear of the satisfaction which has been 
expressed about the quality of Scottish labour. 
We hope that many more enterprises from the 
other side of the Atlantic will thereby be 
encouraged and attracted to join those already 
here, and most welcome they will be. 


I would like here to refer to the continued 
high exports to America of Scotch Whisky, and 
also of our Scottish woollen products from the 
Borders and elsewhere. Both these industries 
deserve the thanks of all of us for their great 
contribution to the Dollar position. 

The Scottish Council are promoting another 
Scottish Industries Exhibition which will be 
held in Glasgow from the 2nd to 18th September 
of this year. The promoters claim that it will 
be not only a Trade Fair comparable with any 
of the great International Trade Fairs but also 
a pageant of Scottish industry, and I commend 
it to you who are present and also to the wider 
audience whom my words might reach through 
the Press. 


Agriculture 


The past year has been a reasonably satis- 
factory one for our agricultural industries. 
There has, however, been brought into sharp 
relief the problems which lie ahead now that 
food rationing and price control are coming to 
anend. In the future, Government assistance 
will be shown as a cost of Government support 


to British agriculture and not, as it has been in 
recent years, as a cost of living subsidy to the 
consumer and, with some British farm prices 
higher than world prices, we must expect this 
item of our national expenditure to be scruti- 
nised with a very critical eye. Nevertheless, I 
am sure that farmers can face the future with 
reasonable confidence. It has been repeatedly 
stated by the Government that it is their 
intention to encourage and support maximum 
food production at home, and _ sufficient 
incentives to this end must always be given. 
In return, farmers must make the fullest 
possible use of our land resources, and it can 
be no part of Government policy to support the 
easy-going or inefficient farmer. 

Meat marketing is proving a thorny problem, 
but it is hoped an efficient and workable 
system may soon be found, safe-guarding the 
interests of both producer and consumer. 
There must be some difficulties in the first 
period of decontrol and derationing, but these 
can be overcome with goodwill on the part of all 
the interests concerned. 


Chairman’s Overseas Tour 


Mr. Murray, our Chairman of Directors, has 
recently returned from an extensive tour of 
Australia, New Zealand and Canada, where he 
had an opportunity of meeting many of the 
leading Bankers and business men in those 
countries. 


Unfortunately, between Australia and 
Canada Mr. Murray developed pneumonia, so 
that his Canadian tour was seriously curtailed, 
and he was only able to visit Toronto and 
Montreal. 

I feel sure that, as a result of the Chairman's 
tour, the very cordial and friendly relationship 
which exists between us and our friends in the 
countries which he visited has been further 
cemented and improved. 

I also was fortunate to meet many leading 
Bankers and business men, mostly Scottish 
Canadians, during a short private visit to 
Canada at the end of November. 


Tribute to Officials and Staff 


The Staff continue to give their usual loyal 
and efficient service_in the affairs of the Bank, 
and the Directors desire to place on record their 
sincere appreciation of the valued services 
rendered by Mr. Watt and Mr. Ballantyne the 
General Managers, the other Officials and 
Staff at Head Office, London City and West 
End Offices, Glasgow, Dundee, Aberdeen and 
all the other Branches. 


Approval of Accounts 


I now beg to propose that the Report, 
containing a Statement of the Accounts and 
Balance Sheets, be approved. 

The Report was approved, and the Governor, 
Deputy-Governor, Extraordinary Directors 
and the retiring Ordinary Director’ were 
re-elected. 


ee 
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THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 





A Century 


of Service 





HE one hundredth ordinary’ general 

meeting of The Chartered Bank of India, 

Australia and China was held in London 
on March 31. 

The following is an abridgement of the 
statement by the Chairman, Mr. V. A. 
Grantham, circulated with the report and 
accounts for the year 1953: 

The year 1953 was doubly auspicious for the 
Bank. By the happiest of coincidences the 
centenary of Queen Victoria's granting to the 
Bank a Royal Charter of Incorporation was 
celebrated in the coronation year of her great- 


gvreat-granddaughter, Her Gracious Majesty 
Queen Elizabeth II. 
During December our branch managers 


invited friends of the Bank to join them in 
commemorating the one hundredth = anni- 
versary of the foundation of the Bank. These 
functions evoked many public tributes to the 
services rendered by the Bank to trade and 
industry. We all have been deeply moved 
by the warmth of felicitations extended to the 
Bank on the occasion of its centenary, by a 
vary large number of banking and commercial 
institutions throughout the world. 


Satisfactory Results 


The summoning of the one hundredth annual 
general meeting of the stockholders might be 
regarded as affording an opportunity to specu- 
late on the future of British banking in the 
East, but the temptation to do so is one which 
I must resist. In all the Statements I have 
made to the Stockholders as Chairman, it has 
been emphasized that the Chartered Bank, 
established as it is throughout southern and 
south-eastern Asia and the Far East, has given 
many hostages to fortune and this is no less 
true at the present time. 

Two years ago I explained how policy and 
organisation have been adapted to swiftly 
changing political conditions in the East, and 
I described the steps we have taken to preserve, 
so far as it lay in our power, the goodwill of the 
Bank in situations which had become revolu- 
tionary in character. The success which has 
attended our endeavours so far is reflected in 
the accounts which accompany this Statement 
and I must point out that the satisfactory 
results achieved have been largely due to the 
ability of the General Managers in London, the 
skill displayed by the Branch Managers in the 
East and the devotion to duty shown by the 
Bank's staffs everywhere. 

Compared with last year there is a reduction 
of approximately £21,000,000 in the total of 
the Bank’s balance sheet. The smaller figure 
this year is mainly due to the continued fall 
which has taken place during the year in the 
world prices of the basic Eastern commodities. 
Although the total of the balance sheet is less 
than it was a year ago there has been no 
diminution of liquidity ; in fact, the position 
is more liquid. 


Last year we augmented the Bank’s Reserve 
Fund by a transfer of {1,000,000 from Con- 
tingencies, subsequently capitalising £500,000 
of that amount. This vear we have transferred 
a further £500,000 from Contingencies to 
Reserve Fund, thereby replacing the amount 
capitalised during the year and bringing our 
published Reserve Fund up to £5,000,000, 
Considered as a whole I submit that our 
accounts display a well-balanced distribution 
of the Bank's resources. 

The Net Profits for the year amount to 
£693,798, a decrease from those of last year 
of £4,984. I have referred in recent years to the 
general deterioration in working conditions in 
almost every Eastern country in which the 
Bank operates and have stated that it would be 
foolhardy not to be prepared for some reduc- 
tion in profits. These conditions have persisted 
during 1953 and there has also been a further 
rise in working costs. In the circumstances, 
therefore, I trust that the results achieved will 
be regarded as very satisfactory. 

We paid an interim dividend in October 
last of 7 per cent. less Income Tax, absorbing 
£1349750, and it is proposed that, out of the 
balance now available, a final dividend of 
7 per cent. less Income Tax, should be paid, 
costing #134,750, making the total distribution 
for 1953 14 per cent. 


Better Economic Outlook 

[ felt bound last year to preface my review 
of the various countries in which the Bank 
operates in somewhat pessimistic vein, and 
in dealing with the Profit and Loss Account, | 
have again referred to a deterioration in work- 
ing conditions in almost every’ Eastern 
country, which has been accompanied by a 
further rise in working costs. Let me make 
it plain therefore that notwithstanding these 
factors I think we can regard the future with 
rather more hope than we did when I last 
addressed you. 

[In certain countries the economic outlook 
is undoubtedly better. In others there is a 
more settled political outlook. Some countries 
have still a very difficult road to travel but 
they may have passed through the worst of the 
storm. It is the position of Japan that causes 
me more concern than that of any other 
country, for it is well to recognise that her 
well-being is vital to South East Asia as a 
whole. 

Speaking very generally I think we may all 
have to work harder for less profit but I believe 
that the possibilities of making profits, even if 
smaller profits, are more assured than they 
were. We must always be prepared for the 
natural emergence of nationalism but on the 
whole those countries in which we work are 
realistic in their outlook and we can be grateful 
for the friendly relationship that exists 
between us and their governments. 
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THE HONGKONG AND SHANGHAI 
BANKING CORPORATION 





Satisfactory Results Despite Difficult Conditions 





HE ordinary yearly general meeting of 
The Hongkong and Shanghai Banking 
Corporation was held on March 5 at the 
head office, 1 Central, 


Hong Kong. 


Queen's Road, 


Mr. C. Blaker, M.C., E.D., the Chairman, 
presided and, in the course of his speech, said : 
The net profit for the year amounts to 
$17,294,235 which is some $27,000 less than 
last year. As in previous years, this profit has 
been arrived at after providing for taxation 
and after making transfers to inner reserves 
out of which provision has been made for all 
known bad and doubtful debts and contin- 
gencies. The balance of profit brought forward 
from last year is $9,489,174 and the total 
available for appropriation accordingly 
amounts to $26,783,409. In view of the expen- 
diture which has been incurred during the year 
on new banking premises, it is proposed that a 
sum of $4 millions should be appropriated to 
write down bank premises and, after allowing 
for this amount and the interim dividend of £2 
per share, it is recommended that the final 
dividend should again be £3 per share, leaving 


a balance of $9,859,542 to be carried forward 
to next vear. 

The principal change in our assets has been a 
decrease of just over $54 millions in advances. 
This decrease arises mainly as a result of the 
low prices for primary products which have 
continued throughout the year, but it also 
reflects the general slowing down of trade in 
the territories in which we operate. The ratio 
of the bank's readily realisable assets—that is, 
cash, money at call, Government Treasury 
bills, and trade bills—to the total liabilities to 
customers now stands at a figure of 65 per cent., 
which indicates a high and very satisfactory 
degree of liquidity. 

Difficult trading conditions have prevailed 
throughout the year in the territories in which 
we are interested, and under the circumstances 
our results can be regarded as satisfactory, but 
the outlook at present shows little signs of 
improvement. Your directors therefore feel 
that they are justified in continuing to pursue a 
cautious financial policy and that, in the 
interest of all, their first concern must be the 
security and strength of the bank. 

The report and accounts were adopted. 








| Company. 


General Managers of the Company. 


| Mr. T. R. Easton, who joined the Company on its formation in 1931, 
| has held the office of Manager since 1944; he is also a Director of the Sphere 
| Insurance Company. Mr. J. Greenshields is at present an Assistant General 
_ Manager of the Northern Assurance Company. 


By special arrangement with the Directors and Management of the 
“ Northern,” and with their best wishes, Mr. Greenshields is being allowed 
to relinquish his duties with that Company in order to take up his new 


| appointment. 


The Directors of the “ Orion ” wish to place on record their appreciation 
of the friendly and helpful consideration which the Board and Management 
of the “ Northern ” have shown towards the “ Orion” in enabling them to 
appoint Mr. Greenshields to his new office. 


Accordingly, and with effect from the 19th April, 1954, Mr. T. R. Easton 
| and Mr. J. Greenshields, M.C., T.D., have been appointed the first Joint 


NORTHERN ASSURANCE COMPANY LIMITED | 
ORION INSURANCE COMPANY LIMITED | 


The Directors of the Orion Insurance Company announce that, having 
_ regard to the material expansion in the Company’s business in recent years, 
| it has been decided to establish the office of a General Management of the 
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BANK OF LONDON & SOUTH AMERICA 





Export Problems 





—---- 


Sir Francis M. 


G. Glyn’s Views 





HE g2nd annual general meeting of the 
Bank of London & South America, Ltd., 
was held on March 30 in London. 

The following are extracts from the state- 
ment by the Chairman, Sir Francis M. G. Glyn, 
K.C.M.G., circulated with the report and 
accounts for the year ended December 31, 1953: 

Economic conditions in Latin America as a 
whole during 1953 present a picture of moderate 
prosperity. Despite conditions that, seen from 
this distance, are not unpremising though 
perhaps difficult, and in spite of increases in 
the United Kingdom's imports from the prin- 
cipal republics in 1953, there has nevertheless 
been a further decrease of the United Kingdom's 
exports to Latin America. 

The principal causes of this decline are to 
be found among the year’s events in Argentina 
and Brazil, two countries which together 
normally account for about half the United 
Kingdom's trade with Latin America. Although 
our imports in 1953 from these two countries 
were almost double the value recorded in 1952, 
Argentina and Brazil have both restricted their 
imports, and in consequence our exports to the 
two republics in 1953 were less than half their 
1952 value. 

In conjunction w.th these restrictions our 
trading position has also been affected by the 
vigorous activities of our European competi- 
tors, principally Western Germany. 

During the past year the question of finance 
for exports has assumed increasing prominence 
until it now seems to be of primary importance. 
In view of the emphasis at present being 
directed to the necessity of developing the 
resources of the Commonwealth, the question 
naturally arises as to whether the United 
Kingdom can and should take an active part 
in assisting the economic development of the 
Latin-American countries: The provision of 
credit facilities must play a considerable part, 
all the more so as the main bulk of the imports 
required there will be capital or semi-capital 
goods. 

The Future 

The dangers of attempting to reach any 
general conclusion about an area so vast as 
Latin America are well known ; the widely 
differing characteristics of these countries, ‘be 
they racial or climatic, economic or political, 
make it impossible to do more than summarise 
some impressions left by recent events and 
present conditions in the individual republics. 

It will not be surprising if the British mer- 
chant or trader with long-standing connections 
in this region will now look to the future with 
some sense of misgiving. 
national feeling is nothing new in 2oth century 
democracy, and indeed must be considered a. 
almost inevitable so long as the countries con- 
cerned are willing to pay the corresponding 
price in their pursuit of an ideal which is in 
strange contrast with the political sense of 


The expression of 


xl 


internationalism which seems to be spreading 
throughout the free world. But it is all the 
more disappointing to those of us in this 
country who are trying to release international 
trade and finance from the hampering restric- 
tions made necessary by war, to meet at every 
turn a determination to confine trade to a 
bilateral national basis conditioned only by 
the immediate and often purely ephemeral 
circumstances of a countrys economic 
situation. 
Investors and Exporters 

The same factors will also have induced in 
the prospective investor of long-term capital a 
sense of caution as regards the future. Whilst 
he will have observed with satisfaction that 
Latin-American countries, almost’ without 
exception, still accept the principle of the 
unrestricted transfer of interest on new foreign 
capital and its eventual repatriation, he cannot 
have failed also to notice the treatment of 
existing investments in many countries. The 
British exporter can still play a profitable part 
in the industrial and commercial progress of 
this region and it is perhaps in this field that 
one can look to the future with most con- 
fidence. 

If assurances are to be sought let me ofter to 
those who doubt my belief that, in spite of the 
vicissitudes with which we are from time to 
time confronted and which often seem to be 
more than merely temporary, traditional 
British banking and especially, as in our Case, 
in its international role, still has a part te play 
in the development of Latin America. 

The Accounts 

After suffering a considerable reduction 
during 1952 it is encouraging to note from the 
3alance Sheet that the total Assets and Lia- 
bilities have increased by £15,437,525 to 
£161,132,751, despite the adverse effect of 
lower exchange rates in operation at some 


branches when the books were closed last 
December. Current, Deposit and Other 
Accounts are over /10,0G0,000 up. at 


f111,113,957, this increase being spread over 
nearly all countries where the Bank maintains 
branches. Cash in hand, at Bankers, and at call 
is £1,724,000 higher at £39,198,I10. 

Your Board has given very careful con- 
sideration to the amount of the final dividend 
that they are prepared to recommend. In 
view of the absence of remittances of any sums 
at all on account of profits earned in Argentina 
since mid-1951, the position with regard to 
earnings in Chile and Uruguay, and the heavy 
depreciation in the value of the Brazilian 
Cruzeiro in the free market, they do not feel 
justified in recommending a higher rate of 
distribution for the year. 

The net profit is £341,778, which is less than 
last year by 419,316. However, I am glad to 
say that the remittance position is more satis 
factory than in recent years. 
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THE EASTERN BANK 





Continued Expansion 





Sir Evan M. Jenkins’s Statement 





HE forty-fourth annual general meeting 
of The Eastern Bank, Limited, was held 
on March 31 in London. 

The following is an extract from the state- 
ment of the chairman, Sir Evan Meredith 
Jenkins, G.C.I.E., K.C.S.1., for the year 1953: 

The balance sheet total of £32,458,611 is 
higher by {1,129,566 than that of 1952. 
Current, deposit and other accounts increased 
by £1,030,105 ; on the other side, cash and 
bills receivable show a fall of £657,596, and 
investments and advances have increased by 
{1,954,133 and {£122,389 respectively. The 
increase of £68,485 under premises (after the ap 
propriation of £30,000 from profits) reflects the 
continued progress of our building programme. 

While the balance sheet figures in general 
show that the gradual expansion of recent 
years has been continued, it is worth noting 
that the value of confirmed credits opened by 
the bank—an item which it is not our practice 
to include in the balance sheet—has declined 
substantially from the peak figures of 1950 
and 1951. This change is doubtless due mainly 
to the fall in commodity prices and to the 
exceptionally severe restrictions on imports 
in many countries. 


Profit and Dividend 

The published profit is £127,512 against 
{126,722 for 1952. The appropriations from 
profit are £50,000 to reserve, which now stands 
in the balance sheet at {1,300,000 ; £30,000 
to premises and {£27,500 to the final dividend, 
which your directors propose be raised from 
4s. 6d. to 5s. per share, making, with the 
interim dividend of 3s., 8s. per share for the 
year, 

Trading Conditions 

The results of 1953 may be regarded as 
satisfactory, though trading conditions were 
not uniformly easy. The adjustments which 
began in 1952 when the prices of agricultural 
commodities fell, continued throughout the 
year, and it is clear that strict import licensing 
will be needed for some time yet in several of 
the countries where we are established. On a 
longer view also the pattern of Eastern trade 
is changing. In all markets British exporters 
of consumer goods are encountering progres- 
sively stronger competition from exporters in 
other countries, particularly Japan. In several 
Eastern countries the development plans now 
In progress require a wide range of capital 
goods, and the services of experts, and new 
suppliers from most of the highly industrialised 
countries of the world are now in the field. As 
these plans mature, local industry will 
gradually use larger quantities of locally 
produced raw materials, with some effect 
upon the volume and character both of 
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exports and of imports. Further, the banking 
systems of most Eastern countries are growing 
rapidly with increasing competition between 
individual banks both indigenous and foreign. 


Changing Conditions 

It is our task to adapt ourselves to changing 
conditions, and though the rising expenses of 
our business due to the sustained high cost 
of living in the East have caused us some 
concern, we see no reason why we should not 
be able to maintain and gradually to expand 
our operations. As I have said before there are 
in the East, as elsewhere, political risks which 
are beyond our control, but these have to be 
taken by banks as by other business concerns. 


New Branches 


The project for a branch at Al Khobar in 
Saudi Arabia has made no further progress; 
we received permission from the Saudi Arabian 
Government in 1952 to open this branch, but 
the formal licence to do so had not been 
delivered to us at the end of 1953. 

Iraq.—Business was satisfactory through- 
out the year and markets ended on a confident 
note. Work on our new premises at Baghdad 
has begun, and the piled foundations should 
be completed shortly. The contract for the 
superstructure was awarded early in the New 
Year, and we hope that the ground floor of the 
building will be ready for occupation in early 
1955. It will be a great relief to move from 
our present cramped and unsuitable accom- 
modation. 

Aden.—Our sub-office at Steamer Point, 
which was opened during the year, has made a 
satisfactory start. Our new premises at Crater 
were nearing completion at the end of the year 
and are expected to be ready for occupation 
during March, 1954. 

India.—Our new branch.at Cochin has made 
a Satisfactory start _in temporary premises. 

Pakistan.—Though austerity will no doubt 
be continued in 1954, there are good grounds 
for expecting a gradual improvement. Many 
important projects are in hand and industrial 
investment is beginning to show results. Our 
new premises on McLeod Road are nearing 
completion and we hope to occupy them 
shortly. 

Ceylon.—To our great regret Mr. Ratnasa- 
bapathy Dorasamy, who had been our Shroft 
since the opening of our Colombo branch in 
1920, died in June. He was well known to 
many of the senior officers of the bank and to 
all our Colombo customers and will be much 
missed. 

Malaya.—In the New Year a mission from 
the International Bank left for Malaya to 
advise on development. 








THE MERCANTILE BANK OF INDIA 








Level of Trading Maintained 





Sir Kenneth W. Mealing’s Review 





HE 61st annual general meeting of The 
Mercantile Bank of India, Limited, was 
held on March 30 in London. 

The following are extracts from the state- 
ment by the Chairman, Sir Kenneth W. 
Mealing :— 

Despite difficulties due to drastic import 
and export restrictions imposed in some of the 
areas where the Bank operates and to lower 


commodity prices, the level of the Bank's 
trading activities remained unaltered. At 


{194,087 the net profit is slightly lower than 
for the previous year and your Directors 
recommend a final dividend of 7 per cent. If 
this recommendation is approved the dividend 
for the year will be 14 per cent., the same as 
last year, and I trust you will agree that the 
results of the year’s working are satisfactory. 

The year 1953 has proved memorable not 
only in the international field but particularly 
to the United Kingdom, and, I trust, gives us 
renewed hope and determination to meet the 
problems which lie ahead. 

The acute world shortages resulting from 
the war and the consequent “ sellers’ market " 
no longer exist. Two great industrial coun- 
tries, Germany and Japan, are competing 
increasingly in world markets and a bracing 
disinflationary wind is beginning to blow which 
only hard work and efficiency can temper. On 
the other hand, the world population is rising 
and with it commodity consumption should 
also rise ; but the resultant trade will go to 
those nations producing most efficiently and 
cheaply. 

Importance of Food Production 


The enormous industrial potential of the 
United States has been largely employed in 
preparations for the armed defence of herself 
and the free world, but the cessation of hostili- 
ties in Korea and the greater preparedness of 
N.A.T.O., together with less urgent need for 
economic help to other countries, has resulted 
in a business readjustment in recent months 
in the United States which, if developed, 
could have serious repercussions on other 
countries. However, President Eisenhower's 
Republican Government have made it clear 
that they have the resources and the intention 
of seeing that this recession shall not be 
allowed to develop into a slump, and it is to 
be hoped that the transition from an infla- 
tionary “boom ”’ to stability of production 
and consumpticn can take place without 
incurring rigours of a sharp trade depression. 
Perhaps the greatest single cause for anxiety 
and unrest since the war has been the shortage 
and rising prices of foodstuffs, particularly in’ 
South East Asia with its increasing populations. 
It is, indeed, satisfactory to be able to report 
considerable improvement in the outlook for 
food crops throughout the world, including 
South East Asia. 

The Government of 


under the 


India, 
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leadership of Pandit Nehru, are fully alive to 
the importance of food production and have 
concentrated on irrigation and hydro-electric 
projects, some of which have been completed, 
some are nearing completion and a number 
of others are in hand. The Five Year Plan 
now under way is designed not only to make 
India less dependent on imports from abroad 
but to provide employment and raise the 
standard of living of the people. 

One of the Government's problems is the 
provision of finance, firstly, to balance the 
Budget and, secondly, for the Plan. This 
has resulted in high taxation, both direct and 
indirect. High direct taxation, both personal 
and corporate, may be anti-inflationary, but 
it inevitably removes a great deal of surplus 
income which would otherwise become avail- 
able as investment and risk capital. _ Risk 
capital is shy of high taxation and the passing 
of the Estate Duty Act in 1953 has not 
improved the climate either for foreign or 
Indian investment. 

In general the year 1953 has seen a steady 
turnover of business albeit on a lower level 
than in previous years. 

In the first half of the year Indo-Pakistan 
relations appeared to be improving. Later in 
the year relations deteriorated sharply on the 
issue of American military aid to Pakistan and 
it remains to be seen whether the Kashmir 
problem is any nearer solution what is 
certain, however, is that the high military 
expenditure in both countries is unlikely to 
be materially reduced nor any lasting improve- 
ment in the relations between the two countries 
come about until the problem of Kashmir is 
resolved. 

Pakistan 

The principal event of the year in Pakistan 
was the change in the Government last March. 
The new Government took drastic measures to 
curtail the imports of all but the minimum 
quantities of vital necessities, which has 
turned an adverse trade balance to a surplus 
in 1953. This welcome improvement has, 
however, resulted in an inflationary trend 
caused by the increase in price of commcdities 
in short supply as a result of the import 
restrictions, whilst this rising price-trend has 
spread to indigenous commodities, resulting 
in a general rise in the cost of living. Clearly 
the only solution in the long term must be an 
increase in Pakistan’s income from exports— 
not easy to achieve in the face of lower world 
prices—and a great improvement in food 
production. Industrial development m 
Pakistan is proceeding. In general it may be 
said that Pakistan has retreated from acute 
financial crisis and is slowly and_ steadily 
moving in the right direction. 

The statement then reviews in detail the 
position and prospects in the other areas m 
which the Bank has interests. 
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REFUGE ASSURANCE 


COMPANY LIMITED 





Increased Allocations of Surplus to Policyholders 





HE Chairman, in a statement submitted 

with the 1953 Accounts, referred to the 

responsibilities of life assurance offices in 
the investment of the sums entrusted to them 
voluntarily by their millions of policyholders 
for which they were, in effect, the trustees. 
He stressed that regard must be paid to the 
nature of the contracts for which these invest- 
ments were the reserves, and said that, whilst 
investments were made in a variety of securi- 
ties, including a 
capital ’’ of industry, the primary consideration 


proportion in the “risk 
must always be the interests of the policy- 
holders who provide the sums to be invested. 
In whatever form the investments were made, 
whether in industry through 
preference shares or debentures, in Govern- 
ment issues or in the nationalised industries, or 
through under 
shemes, the monies were put to good and 
effective use not only in the interests of the 
but also of the country as a 


ordinary or 


advances House Purchase 


policyholders, 
whole. 

As from the 1st January, 1954, the Company 
had commenced to transact in its own name 
most classes of general insurance business and 
thus, in conjunction with the Life Branches, 
now provided a 
service. 


comprehensive insurance 
The unique value of hfe assurance to the 
married man with dependants was stressed, 
and a particular case was mentioned where a 
claim for over £2,000 had been paid on the 
death of a man aged 33, assured, after full 
medical examination, under a proposal made 
only 11 days previously. 


Allocations to Policyholders 


The total new sums assured of the year were 


over £28 millions, the total premium income 
nearly 417 millions and the total assurances in 
force over £310 millions. 

In the Ordinary Branch a surplus of over 
£2,300,000 was allocated to policyholders to 
provide a bonus on with-profit policies at the 
rate of 41 Ios. per cent. on the sum assured in 
respect of each year’s premium due in 1953 and 
paid, and also to make reversionary in form 
the bonus previously declared on a temporary 
basis in respect of premiums due in 1951 and 
paid. The rate of £1 Los. per cent. is the highest 
bonus declared by the Company since 1938. 

In the Industrial Branch, /1,018,000 was 
allocated to policyholders to provide additional 
benefits by way of increases in claims and paid- 
up policies. The total surplus allocated to 
Industrial Branch policyholders, who have no 
contractual rights to a share in the profits, now 
amounts to over 412,700,000. 

The value of the Company’s securities in the 
aggregate, on the Stock 
prices, was appreciably more than at the end 


basis of Exchange 


of 1952. The Company now holds ordinary 
shares with book values of over £10 millions, 
this being an increase of some £1? millions in 
the 
Government 


year. British Government and British 


Guaranteed securities together 
represent nearly 40 per cent. of the Company's 
total 


creased by nearly /2 


assets. Investments in mortgages in- 
millions, reflecting the 
continued popularity of the Company’s House 
Purchase scheme. 

The Chairman concluded by referring to the 
amicable relations existing between the Com- 
pany and the and t6 the 
value placed upon them. He expressed his 


Staff Associations 


appreciation of the work of the Staff in a very 
successful year. 
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NU-SWIFT ? 


Serving mankind in more than 50 
countries, Nu-Swift are the World’s 
fastest and most reliable Fire 





Extinguishers. 
| NU-SWIFT LTD - ELLAND - YORKS 
,/n Every Ship of the Royal Navy 











ARAB BANK LIMITED 


HE ordinary general meeting of the Arab 

Bank Limited will be held on April 2, 1954. 

The following is an extract from the 
report of the Board of Directors: 

The Board of Directors has the pleasure to 
submit to you its twenty-fourth annual report 
in respect of the year ending December 31, 
1953, and feels gratified with the continued 
progress and success attained by all our branches 
which are spread over eight Arab countries. 

The Board of Directors is happy to note 
the efforts displayed by the Arab countries 
towards the ends which your institution has 
continued to advocate, such as the abolition 
of customs barriers, freedom of travel, unifor- 
mity of systems of education, and free move- 
ment of currency. 

Total resources in this year’s balance sheet 
reveal J.D. 26,938,439 as compared with 
J.D. 23,072,366 at the end of the previous 
vear, showing an increase of J.D. 3,866,073 
on the figure for 1952. This balance sheet 
represents the largest figures the Bank ever 
attained. 

Total cash in hand and at banks amounted to 
J.D. 8,980,693 as compared with J.D. 9,692,411 
last year, i.e. with a decrease of J.D. 711,718. 

The ratio of cash to deposits stands at over 
55 percent. This decrease in cash has been due 
to the fact that the Bank has utilized a part 
of the cash in transactions of short durations 
and particularly in development schemes which 
are under way in some of the Arab countries. 


Deposits and other accounts have 
reached J.D. 16,451,054 as compared with 
J.D. 14,816,814 last year, i.e. with an increase 
of J.D. 1,634,240, which is 11 per cent. more 
than they were last year. 

The total of the current debit balances is 
J.D. 8,697,403, as against J.D. 6,481,490 for 
the previous year. Bills discounted are 
J.D. 1,917,172 as against J.D. 1,277,418. This 
increase in the current debit balances and 
bills discounted indicates the continuous 
etftorts rendered by the bank, the increased 
facilities offered to its customers and its par- 
ticipation in constructive projects in various 
Arab countries. 

The total earnings for the year 1953 amoun- 
ted to J.D. 908,768 as against J.D. 713,561 
last year, 1.e. with an increase of J.D. 195,207 
over those of 1952. Expenditure including 
reserves for income tax for our branches, 
salaries, depreciations and other miscellaneous 
items amounted to J.D. 722,625, leaving a 
net profit of J.D. 186,143. Adding this profit 
to the amount of J.D. 2,884 brought forward 
from the previous year the balance of net profit 
for the year 1953 stands as shown in the 
balance sheet at J.D. 189,027. We have 
allocated from this year’s profit an amount of 
J.D. 8,500 to staff pensions and provident fund. 

The Board of Directors recommends to the 
general meeting the approval of the distribu- 
tion of J.D. 176,000, giving a net dividend of 
640 fils per share, founders and _ ordinary 
alike. This means 16 per cent. of the nominal 
value of the shares. 

The report was adopted. 








ASSETS 


Cash in hand and at Banks 
Securities (Market price). . 
Bills Discounted "s 
Advances to Customers 


Properties (after depreciation) 


Furniture (after depreciation) 
Other Assets ‘ oF 


LIABILITIES 


Deposits and other Accounts 
Bills Payable 


Other Liabilities 
Authorized and Subscribed Capital : 


237,500 Ordinary Shares at J.D. 4—fully paid 
Reserve Fund 
Special Reserve 


General Profit and Loss Account : 
Balance of Profits. + 


Abdul Hameed Shoman 
Chairman, Board of Directors 


ARAB BANK LIMITED 


BALANCE SHEET AS AT 31st DECEMBER, 1953 


(To the nearest Dinar) 


Customers’ Liability on Guarantees and Credits (per ‘Contra) 


Guarantees and Credits on Account of ‘Customers (pe per r Contra) 


37,500 Founders’ Shares at J.D. 4—fully paid 
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J.D. (Jordan Dinar) equivalent to £1 sterling 





1953 1952 
.D. J.D. 
8,980,693 9,692,411 
7,761 3735340 
1,917,172 1,277,418 
8,697,403 6,481,490 
6,890,094 4,694,488 
147,301 118,482 
140,256 96,889 
157,759 337,848 
26,938,439 23,072,366 
1953 1952 
J.D. J.D. 
16,451,054 14,816,814 
204,534 213,048 
6,890,094 4,694,488 
822 24,407 
1§0,000 
950,000 
I, 100,000 
1,548, 383 
554,525 
cwanennandinenen 3,202,908 3,142,475 
189,027 181,134 
26,938,439 23,072,366 
Abdul Majeed Shoman 
Member, Board of Directors 
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HOOVER 


LIMITED 





A Magnificent Trading Achievement 





All Previous Records Surpassed 





Sir Charles Colston on Company’s Enhanced Reputation 





HE annual general meeting of Hoover 
Limited, was held on April 2 at Perivale, 
Greenford, Middlesex. 


The following is an extract from the review 


of the Chairman and Managing Director, 
Sir Charles Colston, C.B.E., M.C., D.C.M., 


which had been circulated with the Report and 
Accounts to stockholders covering the year 
ended December 31, 1953: 

It is with much pride that I am able to 
announce that 1953 has been the record vear 
in the history of the Company. We have 
succeeded in surpassing the remarkable records 
established in 1951, and have gone far ahead 
of the results attained in 1952. The con- 
solidated profit for 1953 is £3,095,000. This 
compares with the consolidated profit of 
{3,014,000 In 1951 and 41,602,000 In 1952. 

In my review last year I explained some of 
the reasons for the setback that we experienced 
in1952. During 1953 competition has become 
even more severe. Germany has made a 
striking economic recovery and is once again 


becoming a formidable competitor. The 
success of the Hoover Electric Washing 


Machine all over the world has led to a host of 
imitations of our type of machine, and so 
we have had much more severe competition to 
meet in many _ countries. 

One of the principal reasons for the reduced 
results in 1952 was the sudden closing of the 
Australian market at the beginning of the year. 
We have, however, more than made good the 
reduction in the Australian market by increased 
sales elsewhere. 


Record Turnover 


To give an overall picture, our total 
turnover in 1953, at home and abroad, was 
almost 20 per cent. greater than the pre- 
vious record turnover achieved in 1951. 


That we have succeeded in beating the record 
of I951 in a year when conditions on the whole 
were more difficult is a measure of our achieve- 
ment. This success is due to the magnificent 
team spirit throughout the undertaking. The 
Company organisation is in a healthier state 
than ever before and we are ready to face any 
difficulties which may come our way. 


Expansion of Washing Machine Sales 


Perhaps the most striking feature of the 
years operations has been the continued 
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remarkable expansion in the sales of Hoover 
Electric Washing Machines. Our new Mark II 
Washing Machine has justified our most 
optimistic expectations. 

Our total washing machine sales in the 
home market were practically double what 
they were in 1951 and about 50 per cent. 
higher than in 1952. This constitutes a rapid 
and continuous expansion which is impressive. 
Our washing machine business is now sub- 
stantially larger than our electric cleaner 
business on which Hoover fame was built. 

During 1953 we sold about one and a 
half times as many electric washing 
machines in Britain as all other manu- 
facturers put together. We have established 
our position on the merits and the price of our 
products. 


In the export field, as in the home market, 
our ascendancy is shown by the fact that 
we exported during the year twice as many 
washing machines as all other British 
manufacturers taken together. 

Both at home and overseas we sold 
substantially more electric cleaners than 
the total of all other British manufac- 
turers. 


Last November we brought out a new 
electric cylinder cleaner. This new model 
should provide useful additional business 


during 1954. 

The Hoover electric polisher is an extremely 
attractive and efficient machine and worth- 
while business in this product has_ been 
developed. 


New Efectric Iron 


The introduction in November, 1953, of the 
Hoover electric, steam and dry iron, for which 
demand is brisk, is a continuation of the policy 
which the Company has adopted since the 
war of steadily expanding its range of products. 
It is a policy which has proved triumphantly 
successful. Our business is seven times as 
large as it was before the war and five 
times as large as it was in 1946. 


Our splendid Sales-Service organisation has 
had an increasing range of products to handle 
with considerable resulting economies. The 
cumulative effect has been that in relation to 
the national price level our prices are far 
lower than before the war. So we have been 
able to bring Hoover products within the 








range of a vastly greater number of house- 
holds, thereby opening up a much wider 
market. 

We have also developed a large scale export 
business. We are doing business altogether 
in about 90 countries. 

This immense expansion has been financed 
almost entirely out of the Company's own 
resources as a result of the very conservative 
policy over the years of ploughing back profits. 

F.H.P. Motors.—Total home and export 
sales of fractional horse power motors and 
other industrial products were higher than in 
1952 but were still about 1o per cent. short of 
the total of 1951. 

The great majority of our customers through- 
out the country make regular use, vear in, 
vear out, of the Hoover service and thereby 
Hoover machines in the home are maintained 
at a high level of efficiency. 

After reviewing in detail the conditions in 
world markets, the statement continues : 


Financial Results 
consolidated profit for 
The liability for taxation is 
1,774,000. We have transferred 4200,000 
to the General Reserve of Hoover Limited. 
This increases the General Reserve of Hoover 
Limited to /1,125,co0, which is very satis- 
factory. We have decided to transfer 4100,c00 
to Reserve for the Employees’ Free Superan- 
nuation Scheme. The Board, after very full 
consideration, have decided to recommend a 
final dividend of ts. od. less tax, on each Ordi- 
nary Stock Unit, making a total for the year of 
2s. 3d., less tax, as against 1s. 3d. for 1952. On 
the basis of this distribution the dividend pay- 
able under the Articles of Association on the 
‘A ” Ordinary Shares amounts to 3s. 8.7132d., 
less tax, per share. 


Our 1953 Was 


¢ 3,095,000. 


The majority of these shares are held by 
nearly 100 of the senior executives of the 
Company. 

The liquid position of the Company is very 
strong, stronger than ever before. At 31st 
December last the cash resources of Hoover 
Limited (apart from its subsidiaries) amounted 
to {2,847,000, which exceeds the total issued 
capital of the Company. 


In Hoover Limited we believe that incentive 
is the most potent weapon in the armoury of 
good management. We practise what we 
believe. Bonuses for the year amounted to 
$754,000 apart from piece work incentives 
and sales commissions. This exceeds the total 
of the net dividend on all classes of shares 
which amounts to £645,000. 


Prospects for 1954 


Sales for January and February, 1954, have 
been excellent, a very substantial improvement 
over the corresponding periods in the record 
vears of 1951 and 1953. We shall have the 
benefit of a full year’s sales of the new products 
which we introduced in 1953—the Mark II 
washing machine, the new cylinder electric 
cleaner and the steam and dry iron. We expect 
also an expansion of our Australian business as 
a result of our commencing to manufacture 
the Mark II washing machine there. Assuming 
that there are no major upheavals in the world, 
we can look forward with a fair measure of 
confidence to a satisfactory improvement over 
the results of 1953. 


Retirement from Position of 
Managing Director 

After the forthcoming annual general meet- 
ing, when I shall have completed 35 years in 
the service of the Company, it 1s my intention 
to retire from the Board and the position of 
Managing Director. My friend and colleague, 
Mr. J. A. Wykes, who has been Deputy 
Managing Director for the last eight years, has 
been appointed Managing Director to succeed 
me with effect from 5th April next. With 
Mr. Wvkes at the helm we are confident that 
the leadership of the Company will be in strong 
and safe hands. 

If Hoover Limited, by reason of its qualities 
of originality and vision, its skill and energy, 
has helped in some small measure to increase 
the fame of British industry in the markets of 
the world, and if I have been able to make some 
contribution to what has been achieved, I 
am content. 





A copy of the full statement by the Chairman 
can be obtained from the registered office of the 
Company, Perivale, Greenford, Middlesex. 
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